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PERSPECTIVES ON THE EXPORT-IMPORT 
BANK OF THE UNITED STATES 


TUESDAY, JUNE 2, 2015 

U.S. Senate, 

Committee on Banking, Housing, and Urban Affairs, 

Washington, DC. 

The Committee met at 10 a.m., in room SD-538, Dirksen Senate 
Office Building, Chairman Richard C. Shelby, Chairman of the 
Committee, presiding. 

OPENING STATEMENT OF CHAIRMAN RICHARD C. SHELBY 

Chairman Shelby. The Committee will come to order. 

This is the first of our oversight hearings on the Export-Import 
Bank of the United States, which is currently authorized through 
June the 30th of this year. 

During the May 2012 reauthorization process, we built in several 
reforms for the Bank related to risk management and account- 
ability. 

I have long been concerned with the Bank’s financial risk to the 
American taxpayers, who ultimately stand behind the Bank. I 
made it clear in 2012 that Congress should not merely give 
Eximbank another blank check. 

That is why I called for a comprehensive Government Account- 
ability Office study on Eximbank’s risk management practices. I 
also sought to put in place measures that would reduce the oper- 
ational risk and hold accountable the Bank’s management from the 
top-down. 

Three years later, I remain disappointed with the Bank’s lack of 
progress toward these goals. 

During the past few years, the GAO has identified significant 
weaknesses in areas such as the Bank’s analysis of the default 
risk, portfolio stress testing, the underwriting process, and the fore- 
casting of exposure. Such weaknesses have shown to be part of an 
overall pattern of failure. 

In addition, the Inspector General has recently reported that 
about 40 percent of its recommendations to the Eximbank remain 
open or unresolved. 

After years of efforts to reform the Bank, I am not convinced that 
it has made enough progress to warrant a long-term reauthoriza- 
tion. Taxpayers, I believe, should not be compelled to once again 
stand behind the Bank if the problems are impossible to fix. 

Congress cannot leave unaddressed Eximbank’s failures to prop- 
erly manage its risk. It is especially important to get this right, 
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considering Eximbank’s disproportionate exposure in certain indus- 
tries, geographic areas, and large single foreign customers. 

In addition, I continue to be concerned about the eventual effects 
of the rapid 40 percent increase in the Bank’s lending cap, which 
was enacted in 2012 over my objections. 

In determining whether reauthorization is justified, I believe 
Congress must take another hard look at Eximbank. It must assess 
the true cost of the Bank on American labor, industries, and tax- 
payers, not only the benefits to a select few companies. 

There are strong voices in favor of letting the Bank sunset and 
equally strong opinions in favor of trying one more time to address 
serious concerns with the Bank. Those who say Eximbank should 
be allowed to expire argue that the Bank can never be reformed 
and that the subsidies do little, if anything, to advance the Nation’s 
overall economic prospects. Those who say that the Bank should 
live to see another day argue that it is a necessary evil of export 
financing that seeks to level the playing field among aggressive for- 
eign export policies. 

As the Banking Committee begins to examine these issues, we 
welcome the distinguished panel of witnesses today. Each brings a 
valuable perspective and has been asked to present evidence to 
support his or her assessment of the Bank. 

On Thursday of this week, we will hear from Fred Hochberg, the 
Chairman and President of the Export-Import Bank of the U.S. 
The Committee will then consider next steps as the Bank’s current 
reauthorization nears expiration. 

Senator Brown. 

STATEMENT OF SENATOR SHERROD BROWN 

Senator Brown. Thank you, Mr. Chairman. Thank you for hold- 
ing today’s hearings. 

To all our witnesses, for being here, thank you for sharing your 
views on the Export-Import Bank. 

In today’s global economy, we should support businesses when 
they sell their products around the globe. Exports are as important 
to the aerospace industry in the Chairman’s home State of Ala- 
bama as they are to my State of Ohio. 

That is why reauthorizing Eximbank by June 30th is essential. 
It should be easy. It should be bipartisan. 

In 2006, when George Bush was in the White House, the Bank 
was reauthorized by a voice vote in the House and by unanimous 
consent in the Senate. As those votes show, Eximbank used to be 
a bipartisan issue until some made its existence an ideological lit- 
mus test. 

The Bank fills gaps in private export financing to help foreign 
buyers purchase U.S. goods and services. 

During their recent debate on trade promotion authority in the 
Senate, we heard from supporters of the legislation that fast-track 
was needed to boost our U.S. exports, that it was needed to in- 
crease our role in the globalized economy, that it was needed be- 
cause it was geopolitically important. All that is debatable with re- 
spect to TPA and with TPP but absolutely true, undoubtedly, when 
applied to the Export-Import Bank. 
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With Eximbank, these benefits come without the cost of off-shor- 
ing jobs and without the cost of exposing U.S. markets to a flood 
of foreign goods. Senators who supported fast-track because it 
would promote U.S. exports and grow our economy should support 
Eximbank for the same reasons. 

We know that competitors around the world have their own ex- 
im banks. There are about 60 export credit agencies worldwide. 

One analyst said, quote, “Killing a Bank is like telling an athlete 
he has to spot a competitor 10 yards in a race.” 

Why would we put our manufacturers and exports at a disadvan- 
tage to China, to India, to most European countries? 

Last year, Eximbank reported it supported $27 billion in exports 
and 164,000 American jobs, includes more than $250 million in 
deals, in my State alone, 60 percent — 60 percent — of which went to 
small businesses. In total, Eximbank has provided some $3 billion 
in financing and guarantees to more 300 Ohio businesses, more 
than two-thirds of which were small businesses. This means more 
manufacturing, more middle-class jobs, more experts, more jobs 
overall, particularly in the high-paying manufacturing area. 

Finally, for the many conservative organizations that have been 
so concerned about Federal budget deficits, Eximbank is self-sus- 
taining. Last year, it returned more than $600 million to the U.S. 
Treasury. 

For all those reasons, we cannot afford to allow the Bank’s au- 
thorization to expire at the end of the month nor can we do just 
a few months at a time. As we talk about predictability, we inject 
more on predictability into the system and into financing decisions 
that companies in our country make. 

I commend Senator Kirk; I commend Senator Heitkamp, for their 
bipartisan efforts to ensure that Eximbank is reauthorized with 
some reforms. 

I look forward to working with Chairman Shelby in addition to 
the two Members of this Committee who are here today. Senators 
Kirk and Heitkamp, to ensure that authority for the Eximbank 
does not lapse for the first time in its 7-0, 70-year history. 

Thank you, Mr. Chairman. 

Chairman Shelby. Thank you. Thank you. Senator Brown. 

First, we will hear from Dr. Veronique de Rugy of the Mercatus 
Center at George Mason University. 

Senator Donnelly. Mr. Chairman? Mr. Chairman? 

Chairman Shelby. Oh, Senator Donnelly. 

Senator Donnelly. Are any of the other Members going to be al- 
lowed to make opening statements? 

Chairman Shelby. I thought we would limit this because we 
have got a vote and get started. We will give you time, though, to 
make an opening statement later. 

Senator Donnelly. Thank you. 

Chairman Shelby. First, we will hear from Dr. Veronique de 
Rugy of the Mercatus Center at George Mason University, who has 
spent a considerable amount of time studying the Bank and official 
export credit financing. 

Next, we will turn to Ms. Linda Dempsey, the Vice President of 
International Economic Affairs at the National Association of Man- 
ufacturers. Her role at the National Association of Manufacturers 
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is to lead efforts to improve global competitiveness of U.S. manu- 
facturers. 

Third, we will hear from Dr. Michael Strain, a resident scholar 
and Deputy Director of Economic Policy Studies at the American 
Enterprise Institute. 

Next, Mr. John Murphy, Senior Vice President for International 
Policy at the U.S. Chamber of Commerce, will give his remarks. 

And finally. Dr. Daniel Ikenson, Director of the Herbert A. Stiefel 
Center for Trade Policy Studies at the Cato Institute, where he 
serves as an expert on trade and investment policy, will offer his 
perspective on the Export-Import Bank before we turn to questions. 

We will start with you, ma’am. 

All of your written testimonies will be made part of the record. 
If you could sum up your basic points in 5 minutes because we do 
have a vote schedule and we are going to have to take a break and 
then come back. 

STATEMENT OF VERONIQUE DE RUGY, SENIOR RESEARCH 
FELLOW, MERCATUS CENTER, GEORGE MASON UNIVERSITY 

Ms. DE Rugy. Good morning. Chairman Shelby, Ranking Mem- 
ber Brown, and Members of this Committee. It is an honor to ap- 
pear before you today to testify about the Export-Import Bank. 

We do not agree on much in Washington, but everyone should 
agree that the Federal Government should not direct our limited 
public resources primarily to wealthy, politically connected compa- 
nies, and yet, that is what the Export-Import Bank does. On the 
domestic side, 64 percent of Eximbank finances benefits 10 large 
corporations, 40 percent benefits Boeing. 

Think about it this way; there is an agency whose entire reason 
for being appears to be promote the specific welfare of a handful 
of corporations. 

On the foreign buyers’ side, the top beneficiaries include a major- 
ity of State-owned companies such as Pemex, the Mexican oil and 
gas giant, and Air Emirates, the airline of wealthly United Arab 
Emirates. 

In spite of this, some say that there are good reasons to reau- 
thorize Eximbank — because it promotes exports, it fills a critical fi- 
nancing gap, and without it, jobs will instantly disappear. But none 
of these arguments withstand scrutiny, as my testimony will show. 

However, I also want to focus on the groups who are affected by 
Eximbank activities that have gone ignored. These people do not 
have connections in Washington. They do not have press offices 
and lobbyists. But they matter, too. 

It is difficult, but extremely important, that we consider the un- 
seen cost of political privileges whether they take the form of mar- 
ket distortions, resource misallocation, or higher prices. 

So let’s start. 

First, contrary to what you hear from a supporter, the Eximbank 
plays a marginal role in export financing, backing less than 2 per- 
cent of exports each year. It means that 98 percent of U.S. exports 
are financed using a wide variety of private banks and other finan- 
cial institutions without Government interference or assistance. So 
allowing Eximbank to expire would not result in a collapse of the 
U.S. export market. 
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Second, the Bank claims that it fills a critical financing gap, but 
according to the Bank’s own data 16.6 percent of its activities are 
justified by filling this financing gap. What it means is that 83 per- 
cent of what the Bank does has nothing to do with filling a financ- 
ing gap. So, basically, Eximbank is in the business of extending 
cheap loans to large foreign corporations so they can buy goods and 
services through massive domestic firms. 

Third, the Bank claims that if its charter expires jobs will dis- 
appear. It takes credit for supporting 164,000 jobs in 2014, but 
GAO has criticized the Bank’s methodology, among other reasons, 
for omitting to take under consideration the jobs that actually 
would exist without the Bank. 

But even if we accept the Bank’s questionable job claims, failing 
to reauthorize Eximbank will not disturb existing loans and, hence, 
the jobs they support. It will simply prevent the Bank from asking 
taxpayers to make new loans. 

Also, top Eximbank beneficiaries have billions of dollars of back- 
logs which will keep their workers and small business suppliers 
busy for years to come. Boeing, for instance, has $441 billion in 
backlogs, meaning that it will have years to arrange alternative 
private financing like many small and large exporters do every 
year. 

Now the 10 large corporations who capture the majority of 
Eximbank benefits have various incentives to make sure their 
voices are heard, but it is critical that we consider the unseen vic- 
tims of political privilege. 

These victims are, first, taxpayers who bear the risk of $140 bil- 
lion in liability. 

Second, they are consumers who pay higher prices for purchase 
of subsidized goods. 

And, third, these victims are unsubsidized firms competing with 
subsidized ones. They not only pay a higher financing cost but lose 
out when private capital flows to politically privileged firms regard- 
less of the merit of their projects. 

Indeed, some of these victims are victimized multiple times, first 
as taxpayers, then as consumers, then as competitors, and finally 
as borrowers. 

Unfortunately, we will never see the businesses that could have 
been. We will never hear from the workers whose wages were not 
raised or whose jobs disappeared because of the unfair competition 
from Eximbank-backed firms. 

It took courage and leadership to stand up and represent the for- 
gotten firms, workers, taxpayers, and consumers whose voices are 
so easily drowned out by the corporate beneficiaries of Government 
privilege. So thank you very much for organizing this hearing, and 
I am looking forward to your questions. 

Chairman Shelby. Ms. Dempsey. 

STATEMENT OF LINDA MENGHETTI DEMPSEY, VICE PRESI- 
DENT, INTERNATIONAL ECONOMIC AFFAIRS, NATIONAL AS- 
SOCIATION OF MANUFACTURERS 

Ms. Dempsey. Thank you. Chairman Shelby, Ranking Member 
Brown, and Members of the Committee. I appreciate the oppor- 
tunity to testify today on behalf of the National Association of Man- 
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ufacturers, the NAM, which is the largest industrial trade associa- 
tion in the United States and the voice for the 12 million men and 
women who make things in America. 

With 95 percent of the consumers outside the United States and 
global demand for manufactured goods that far exceeds domestic 
consumption of those goods, the United States has to win more 
sales overseas if we are going to sustain and grow manufacturing 
and jobs in this country. While the recent growth in exports is im- 
pressive, U.S. manufacturers are facing an increasingly challenging 
global economy where growth has slowed and America lags behind 
most major Nations in terms of our export success. 

The NAM and its members view the Eximbank as one of the 
most important tools the U.S. Government has to boost U.S. ex- 
ports and support American jobs. In fiscal year 2014, Eximbank en- 
abled more than $27 billion in exports, supporting over 160,000 
American jobs, by providing services that are not available com- 
mercially for which fees and interest are collected and for which 
there was only a zero — less than 0.2 default rate. 

It has undergone significant reform in recent years and is in- 
creasingly supporting small businesses. Indeed, nearly 90 percent 
of the 2014 transactions directly supported small businesses. 

And every U.S. exporter that wants to apply for an Ex-Im service 
can do so, and if it meets the eligibility criteria it will be provided 
that service; no special access required. 

While Eximbank does not need to finance the great majority of 
U.S. exports, it is critical in a few key areas. Let me explain. 

For small businesses, there are already 3,300 small business 
transactions in 2014; 545 companies were first- time Eximbank 
users and probably first-time exporters, too. They are the direct 
Eximbank users, but they also supply to some of the big companies 
out there that export. If Eximbank is closed, small businesses 
would feel it first. 

Current Treasury Department rules put export-intensive compa- 
nies in a bind when it comes to asset-based lending. The Eximbank 
is sometimes the only option to enable crucial working capital flow. 
Without Eximbank, small businesses will be faced almost imme- 
diately with a loss of that working capital, and they will have to 
face the dilemma about whether they are going to pay their work- 
ers or pay the mortgage on their facility. 

For infrastructure, a worldwide growth sector, Eximbank plays 
an especially crucial role because this is where long-term lending 
is required. Post-financial crisis, there are a whole bunch of new 
restraints that have been put on this long-term commercial ending. 
And, without Eximbank U.S. exports in a wide range of infrastruc- 
ture, energy, and aerospace sectors will be lost to foreign competi- 
tion. 

For emerging markets, many U.S. -based lenders need to rely on 
Eximbank for expertise and to mitigate geopolitical and collateral 
risk. Without Eximbank, U.S. businesses will lose sales in these 
markets that are showing substantial promise. 

Finally, U.S. exporters from a broad range of sectors are increas- 
ingly selling to foreign Governments and State-owned enterprises. 
Whether it is a medical equipment company that is selling to a 
State-owned hospital overseas or companies in nuclear and power 
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generation that are selling major equipment, these Governments 
and State-owned enterprises expect a Government at the other side 
of that table, at least to begin the bidding process. In many cases, 
Eximbank actually does not play a role in the final transaction. If 
Eximbank is not reauthorized, U.S. manufacturers will be out of all 
of these areas that affect both small and large companies. 

As the U.S. Congress debates the future of Eximbank, our trad- 
ing partners are moving forward aggressively. Last year, the NAM 
put out a report, “The Global Export Credit Dimension,” that docu- 
mented the over 60 EGAs worldwide and the foreign — and their 
massive foreign export credit. 

The EGAs of our top nine trading partners provided nearly half 
a trillion dollars just in official funding, and countries like China, 
South Korea, and Canada and Brazil are growing massively. With- 
out Eximbank, the U.S. will ceding sales to our competitors over- 
seas at the cost of manufacturing and jobs domestically. 

While the United States is a relatively small player, it is actually 
the U.S. that has led global efforts to eliminate subsidies, to elimi- 
nate market distortions through export credit, and has succeeded 
with our OECD partners, including through sector-specific arrange- 
ments such as in nuclear power, ships, aircraft, and renewable en- 
ergy and water. 

The United States has also initiated negotiations with developing 
countries to put disciplines on foreign export credit agency funding, 
but that has been particularly difficult, particularly as the U.S. is 
debating Eximbank’s future. 

If Eximbank is eliminated, the continued arms race and the glob- 
al ECA activity will expand unchecked, and U.S. manufacturers, 
other businesses, and workers will be the victims. Time is of the 
essence. 

Thank you. I urge this Committee and the Senate to move for- 
ward now on an Eximbank reauthorization. 

Chairman Shelby. Dr. Strain. 

STATEMENT OF MICHAEL R. STRAIN, DEPUTY DIRECTOR OF 

ECONOMIC POLICY STUDIES, AMERICAN ENTERPRISE INSTI- 
TUTE FOR PUBLIC POLICY RESEARCH 

Mr. Strain. Chairman Shelby, Ranking Member Brown, and 
Members of the Committee, thank you for the opportunity to ap- 
pear before you today to discuss the Eximbank. It is an honor. 

I do not believe that the Eximbank should be reauthorized. I will 
outline why, with a special focus on the Eximbank’s impact on jobs. 

In a healthy economy, one characterized by full employment, the 
Eximbank does not create jobs. This stands in stark contrast to the 
rhetoric of some of the Ex-Im Bank’s supporters, but it is the cor- 
rect conclusion, at least to a first approximation, for informing the 
Committee as it debates the appropriate course of action for the 
Eximbank. 

Imagine an economy like ours, with some firms that export goods 
abroad and many more firms that sell only within the United 
States. All labor resources are utilized. 

The Government enters and subsidizes the exporting firms. This 
will surely help those firms, and it may even increase the number 
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of jobs those firms can support. But as labor resources are fully em- 
ployed, these new jobs must come from somewhere. 

What the export subsidy is doing, in effect, is shifting jobs from 
firms that do not export to firms that do. This does not increase 
employment on the whole. 

Now it must be said that there is considerable debate among 
economists as to whether the U.S. economy is currently character- 
ized by full employment. Many economists believe we are quite 
close to full employment, but I am not among them. 

In such an environment, it can be argued that export credit may 
help support jobs. To this argument, I have three replies. 

The first is that the Congress should not reauthorize a perma- 
nent export credit agency in order to achieve the temporary goal 
of tightening a slack labor market. Monetary and policy fiscal pol- 
icy are much better tools to tighten the labor market. 

The second is that even if the Congress chooses to authorize fi- 
nance to selected sectors to support employment, exports would not 
be high on the list of firms or industries to target. 

Finally, failing to reauthorize the Eximbank would not imme- 
diately terminate its existing financing arrangements, and the lives 
of those arrangements will likely run longer than our current labor 
market conditions. 

I will now turn from the employment impacts of the Ex-Im Bank 
to considerations of the broader economy. 

Textbook models of international trade for a large economy pre- 
dict that export subsidies will lower national welfare, will make the 
United States worse off relative to a situation without the sub- 
sidies. 

In contrast, some, though far from all, more complicated models 
set in an oligopolistic market environment, featuring particular 
forms of strategic competition, do find situations in which export 
subsidies can make the Nation better off. 

A unifying feature of these models, however, is that the Govern- 
ment’s policy toward exports requires an incredible amount of 
knowledge that the Government almost surely does not possess in 
reality. To illustrate this, consider some general equilibrium effects 
of a simple subsidy. 

Much discussion of the Eximbank focuses on partial equilibrium 
effects, on the effects of the Eximbank on a single market, or on 
a single set of firms. But economic policy, including the decisions 
of the Eximbank, can effect many firms and many markets. And 
so general equilibrium considerations must be taken into account 
by the Congress when deciding whether to allow the Eximbank to 
continue providing export credit. 

And export subsidy will give subsidized firms an advantage over 
their foreign competitors, increasing the demand for those firms’ 
output. But this, in turn, will increase the demand for inputs to 
production among the subsidized firms, increasing the price of 
those resources faced by other sectors, and putting firms in those 
sectors — sectors that do not receive export credit — at a disadvan- 
tage relative to a situation without the export subsidy. 

Even if the subsidy helps firms that receive it then, the subsidy 
may hurt the overall economy. 
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It is hard to imagine how the Government could understand all 
the interlocking parts of the economy well enough to know whether 
the subsidy is a net positive for the United States. 

The existence of capital market deficiencies and imperfections, 
and the export credit behavior of foreign Nations, do not nullify 
general equilibrium concerns about information and uncertainty. 

Political economy presents other concerns as well. The default as- 
sumption of the Congress should be that well-connected, influential 
corporations will be in a better position to exercise influence over 
whether they receive Ex-Im Bank financing than other less-con- 
nected corporations. This creates important issues that the Con- 
gress cannot ignore. 

To conclude, let me offer final thoughts. 

First, it is reasonable to describe the Eximbank as dispensing so- 
called corporate welfare, but the Eximbank is hardly the chief of- 
fender. After the Eximbank’s fate is resolved, the Congress should 
oppose crony capitalism in other sectors of the economy, where its 
magnitude is often larger, just as vigorously. 

Second, in the realm of trade policy, future negotiations and ar- 
rangements should stress the need for foreign Nations to limit 
their provision of export credit. 

Finally, supporters of the Eximbank have a reasonable argument 
that there may be times when limited, temporary, strategic trade 
policy may be appropriate. But such policy should address specific, 
identifiable actions of foreign Governments or other strategic goals 
in a very targeted way. It should not be left to an open-ended ex- 
port credit agency such as the Eximbank. 

But regardless of progress on these three fronts, the Eximbank 
should not be reauthorized. 

Chairman Shelby. Mr. Murphy. 

STATEMENT OF JOHN G. MURPHY, SENIOR VICE PRESIDENT 
FOR INTERNATIONAL POLICY, U.S. CHAMBER OF COMMERCE 

Mr. Murphy. Mr. Chairman, Ranking Member Brown, Members 
of the Committee, I am very pleased to be here today to testify on 
the importance of reauthorizing the Eximbank. 

I represent the U.S. Chamber of Commerce, the world’s largest 
business federation, representing the interests of more than three 
million businesses of every size, sector, and State. 

You have heard the fundamentals from my colleague, Linda 
Dempsey: Eximbank, last year, supported more than $27 billion in 
American exports, more than the merchandise exports of the State 
of Alabama, more than the merchandise exports of Arkansas, 
Idaho, Nebraska, and South Dakota combined. Eximbank is espe- 
cially important to the small- and mid-sized companies, which ac- 
count for nearly 90 percent of its transactions. 

The idea that Congress would even consider making the United 
States the one major trading Nation in the world without an offi- 
cial export credit agency has left many in the U.S. business com- 
munity baffled. Consider how this would put specific sectors and 
industries at a comparative disadvantage in global markets. 

First, shutting down Eximbank would mean many small busi- 
nesses could not even export because commercial banks often 
refuse to accept foreign receivables as collateral for a loan without 
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an Eximbank guarantee. For these small firms, Eximbank is often 
indispensable. 

In fact, buyers overseas nowadays expect vendors to offer financ- 
ing. Without Eximbank’s account receivables insurance and lines of 
credit, many U.S. small businesses would be unable to extend 
terms to foreign buyers and would have to ask for cash in advance. 
In such a case, the business will most likely go to a firm from an- 
other country that is able to offer financing. 

For these small businesses, Eximbank is not just nice to have — 
it is indispensable — nor is there any assurance that eliminating 
Eximbank would cause commercial banks to step into the breach. 

In addition to these direct small business beneficiaries, tens of 
thousands of smaller companies that supply goods and services to 
large exporters also benefit from Eximbank. 

Second, it is par for the course for expensive capital goods, such 
as Canadian planes, Chinese trains, and Russian nuclear reactors, 
to be sold worldwide with unashamed backing from these firms’ na- 
tional export credit agencies. 

In the past few years, we have seen major tenders for loco- 
motives in African countries and elsewhere hang in the balance. 
These tenders, worth hundreds of millions of dollars, required that 
the supplier finance a significant portion of the transaction. Chi- 
nese competition in these cases has been fierce, and they come 
well-prepared with generous financing from one of China’s several 
export credit agencies. 

Again, in these circumstances, the calculus is clear; no 
Eximbank, no sale. 

Third, foreign infrastructure opportunities are another area 
where export credit agency support is often required. Closing 
Eximbank would shut American exporters out of huge business op- 
portunities overseas because ECA support is required for a com- 
pany even to bid on overseas infrastructure projects. 

Fourth, nuclear power is another sector where the fate of 
Eximbank will have a major impact. According to the Nuclear En- 
ergy Institute, just 5 nuclear power plants are under construction 
in the United States, but 61 new plants are under construction 
overseas. So for the tl.S. nuclear industry, which directly employs 
more than 100,000 Americans in high-skill, high-wage jobs, it is ex- 
port or die. 

But here is the rub. Export credit agency support is always a bid- 
ding requirement for international nuclear power plant tenders. 
Without Eximbank, U.S. nuclear power companies will not even be 
able to bid for business overseas. 

Make no mistake; executives in a number of these industries will 
face hard questions of whether to shift production abroad where ex- 
port credit agency support is available. 

Eximbank’s critics would like to have it both ways. On the one 
hand the Bank is a colossus with the power to distort free markets, 
but on the other it is such a small agency that its abolition would 
do no harm to the U.S. companies that depend on it. It cannot be 
both. 

In fact, Eximbank is modestly and appropriately scaled, acting 
mostly in the circumstances I have described, where it is necessary 
to U.S. competitiveness. 
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In closing, Eximbank does not skew the playing field. It levels it 
for U.S. exporters facing head-to-head competition with foreign 
firms backed by their own export credit agencies. Often, it acts 
even as a deterrent in cases where it is not even used but its avail- 
ability can make a determination. 

Eximbank does not pick winners and losers, but refusing to reau- 
thorize Eximbank is picking foreign companies as winners and U.S. 
exporters as losers. 

The Bank’s opponents have attempted to tie it to unsavory cus- 
tomers overseas. This is only an attempt to divert attention from 
the true beneficiaries of Eximbank, the tens of thousands of Amer- 
ican workers whose jobs depend on the Bank’s support for their ex- 
ports. Their voice must be heard in this debate. 

Thank you. 

Chairman Shelby. Mr. Ikenson. 

STATEMENT OF DANIEL IKENSON, DIRECTOR, HERBERT A. 

STIEFEL CENTER FOR TRADE POLICY STUDIES, CATO INSTI- 
TUTE 

Mr. Ikenson. Good morning. Chairman Shelby, Ranking Member 
Brown, Members of the Committee. 

I am Dan Ikenson, Director of the Herbert A. Stiefel Center for 
Trade Policy Studies at the Cato Institute, and I appreciate the in- 
vitation to share my perspectives on the Export-Import Bank of the 
United States with you today. The views I express are my own and 
should not be construed as representing any official positions of the 
Cato Institute. 

To the extent that today’s hearing will help illuminate the full 
impact of Eximbank on the economy and on the market process, I 
am pleased to participate and offer some assistance. 

Americans tend to view the global economy as an us-versus-them 
proposition where exports are “Team U.S.A.’s” points, imports are 
the foreign team’s points, the trade account is the scoreboard, and 
the deficit on that scoreboard means the home team is losing at 
trade. 

But trade is not a competition between us and them. It is not a 
national sport played by countries but a cooperative exercise be- 
tween billions of people seeking to obtain value through exchange. 

The purpose of trade policy is not to secure a trade surplus but 
to increase potential for economic growth. 

Why should U.S. taxpayers underwrite, and U.S. policymakers 
even promote, the interests of exports anyway when the benefits of 
those exports accrue primarily to the shareholders of the companies 
enjoying the subsidies? 

There is no national ownership of private export revenues. As 
Milton Friedman used to say, exports are the things we produce 
but do not get to consume while imports are the things we consume 
but do not have to produce. 

But given the exalted status of exports in Washington’s economic 
policy narrative, Eximbank’s self-portrayal as indispensable to U.S. 
export success makes for a good survival strategy. Never mind that 
on that metric Eximbank is scarcely relevant and Eximbank sup- 
ported $27.4 billion in exports last year, which is less than 2 per- 
cent of the total U.S. export value. 
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But policymakers should stop conflating the interests of export- 
ers with the national interest and commit to policies that reduce 
frictions throughout the supply chain, from product conception to 
consumption. 

For example, over 55 percent of the value of U.S. imports last 
year consisted of intermediate goods, capital goods, and other raw 
materials — the purchases of U.S. businesses. Yet, many of those 
imports are subject to customs duties which raise the cost of pro- 
duction for the U.S. -based companies that need them, making those 
firms less competitive at home and abroad. 

U.S. duties on products like sugar, steel, magnesium, polyvinyl 
chloride, and other crucial manufacturing inputs have made it 
more difficult for U.S. companies to compete at home and abroad, 
and it has chased companies to foreign shores where those inputs 
are less expensive, and it has deterred foreign companies from set- 
ting up shop stateside. 

And just as import duties on intermediate goods adversely im- 
pact downstream consuming industries, subsidies for exporting in- 
termediate goods have the same adverse impact. 

Just as U.S. steel tariffs hurt U.S. manufacturers of appliances 
and auto parts by raising their cost of production and lowering the 
cost of production of foreign competitors, subsidies to export steel 
have the same kind of adverse effect on steel-using industries — di- 
verted supply leading to higher domestic input prices and lower 
input costs for competitors abroad. 

What is seen and celebrated as the tariff or export subsidy that 
benefits the steel industry, what goes unseen but is every bit as 
real, are the costs imposed on downstream industries. 

Eximbank financing helps two sets of companies — U.S. firms 
whose exports are sufeidized through direct loans or loan guaran- 
tees and the foreign firms who purchase those subsidized exports. 
So high fives all around for the beneficence of Eximbank. 

But those same transactions impose costs on two different sets 
of companies — competing U.S. firms in the same industry who do 
not get Eximbank backing and U.S. firms in downstream industries 
whose foreign competition is now benefiting from reduced capital 
costs courtesy of the U.S. Government. 

Eximbank is an exercise in picking winners and losers, nothing 
more. 

Eximbank financing reduces the cost of doing business for the 
lucky U.S. exporter and reduces the cost of capital for his foreign 
customer, but it hurts U.S. competitors of the U.S. exporter. It is 
what I call industry costs. 

It also hurts U.S. competitors of its foreign customer — that is 
what I call the downstream industry costs — ^by putting both groups 
at relative cost disadvantages. 

According to the findings of a recent Cato Institute study, the 
downstream costs alone amount to a tax of approximately $2.8 bil- 
lion every year. 

And the victims include companies in each of the 21 broad U.S. 
manufacturing sectors and 189 of 237 specific manufacturing sec- 
tors as defined at the 6-digit level of the North American Industry 
Classification System, and the victims are in every State. 
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In other words, the average firm in four of every five manufac- 
turing industries is made worse off by the Export-Import Bank. 

Market interventions like these, no matter how well-intentioned, 
have secondary effects that have to be taken into account when 
rendering judgment about the benefits and costs of the policy. 

The auto bailout, to give another example, may have helped the 
workers and shareholders at GM and Chrysler, but it denied the 
spoils of competition to Ford, Honda, Toyota, Nissan, Hyundai, Kia, 
and BMW. A market process that rewards worthy firms and pun- 
ishes less capable ones was subverted. 

So Congress should allow Eximbank to expire at the end of the 
month and refrain from subsequent reauthorization. 

Thank you. 

Chairman Shelby. Mr. Ikenson, you mentioned in your testi- 
mony that Eximbank may reward some companies but penalize 
others whom you described as collateral damage of the Bank. 

Dr. de Rugy, you also alluded to numerous Eximbank losers in 
your testimony. 

Could you explain in more detail, both of you, why most of the 
cost of Eximbank subsidies are unseen, and how do you identify the 
so-called victims of Eximbank in the U.S. economy? 

I will start with you. 

Mr. Ikenson. OK. Well, the costs to downstream industries, I 
think, are manifest through two channels: Diversion of domestic 
supply, which tends to raise the prices of the input, and that raises 
the cost of production for downstream firms. Two, the subsidized 
export of that input reduces the cost of production for the U.S. 
downstream firms’ foreign competitors. 

Often, these costs are small. For example, if a U.S. Steel export 
is subsidized and the cost of steel accounts for only 1 or 2 percent 
of the total cost of production for that firm, that firm — it may be 
imperceptible to that firm than to a firm for whom steel accounts 
for 40 or 50 percent of the cost of production. 

So this is perpetrated in an insidious way. It is like being 
pickpocketed or getting an extra item on your telephone bill for 
some small tax. 

There are costs that result from the diversion of supply, from the 
underwriting of foreign competition. Sometimes companies do not 
realize it. 

In Delta’s case. Delta realized it, but airplanes — Boeing air- 
craft — are a major cost component for Delta. So they were able to 
call Boeing out and complain about the subsidies to Air India and 
other foreign carriers. 

But a lot of other companies do not see that. They might detect 
that their costs are rising or that their revenues are being im- 
peded, but they might not know that they can attribute that to 
Eximbank subsidies for their suppliers. 

Chairman Shelby. Doctor. 

Ms. DE Rugy. I would add to what Mr. Ikenson said by saying 
that we know who the beneficiaries of Eximbank are, and there is 
no denying that they are liking it. I mean, they like it enough, and 
they would like to keep the benefit enough that they have an incen- 
tive to organize and to spend considerable amount of resources 
coming and lobbying Members of Congress all the time. 
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But, in fact, for the victims who, as Mr. Ikenson said, do not nec- 
essarily realize it and are spread out throughout the country, this 
incentive does not exist. 

And, actually, the cost of doing such a thing is way too high. 

Think about in your State, Mr. Chairman, Eximbank backs only 
34 percent last year of exports. So it means that over 99 percent 
of exports without export subsidies. 

These exporters, I mean, they are not marching to your office all 
of the time. They may not even realize; some of them do, but they 
may not realize. And yet, some of these exporters, they lose in dif- 
ferent ways. 

Maybe some exporters are actually using Boeing planes to export 
their goods, and so they are getting, you know, the financing at a 
higher rate but also — than their competitors, but also they pay 
more for the export of their goods by using Boeing planes than they 
would otherwise. 

But they may know, and certainly, they certainly do not have the 
incentive to come fly to Washington and lobby you. 

Chairman Shelby. I will direct this next question to — I will start 
with Dr. Strain. 

According to the Bank, nearly 90 percent of its customers last 
year were small businesses as a percentage of transactions. 

Congress set a 20 percent mandate on the dollar value of direct 
small business export assistance, which the Bank has not consist- 
ently met. 

The lion’s share of the dollar amount of transactions last year re- 
mained with a handful, as you pointed out, of very large compa- 
nies. 

Dr. Strain, how would you grade the Bank’s assistance to small 
business? 

Mr. Strain. Well, I think it has to be acknowledged that if you 
are going to have an export credit agency that a lot of the resources 
are going to flow to large exporters. So when you look at the 
amount of credit provided in dollar figures, a large, large share of 
that goes to big firms. If you look at the number of authorizations, 
a much smaller share goes to big firms. 

But I think it is the dollar figure that actually matters, certainly 
to the macroeconomy and to the way that we think about economic 
policy. And so I think it is very accurate to characterize the 
Eximbank as being a bank that primarily assists very large cor- 
porations that have access to credit unlike small competitors. 

And as a consequence, to answer your question directly, I would 
grade the Bank fairly poorly on its congressional mandate to help 
small businesses to a large degree. 

Chairman Shelby. Do you agree with that. Doctor. 

Ms. DE Rugy. Yes, I do. 

Chairman Shelby. Thank you. 

Senator Brown. 

Senator Brown. Thank you. 

I found Mr. Ikenson’ s — one of the last comments he made about 
the auto rescue interesting, and I know that Senator Donnelly 
cares a lot about this, too — that you spoke of that it may assisted 
or helped GM and Chrysler but not the others even though we 
were all lobbied pretty heavily by Honda, big in my State because 
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of the supply chain, and Ford, hig in my State and around the 
country. 

Senator Donnelly. Mr. Chairman, if I could just say one thing, 
Toyota manufacturing came to my office and sat down with me in 
my office and said it is critical for Chrysler and General Motors to 
survive in order for the supply chain and all the suppliers down- 
stream to survive as well, and they asked us specifically to make 
sure we would stand up for Chrysler and General Motors as well. 

Senator Brown. And the supply — thank you. Senator Donnelly. 

Let me — and he is right. 

Mr. Ikenson, I understand, too, that in your study you cite Nucor 
as an example of collateral damage in an agreement for foreign 
manufacturers to purchase steel from U.S. Steel. Well, the fact is 
Nucor is supportive of the reauthorization of the Eximbank. 

But I want to get to questions with Mr. Murphy and Ms. 
Dempsey. 

The June 30th expiration is, what, 4 weeks away? Your testi- 
mony touched on some of the consequences of that expiration, Ms. 
Dempsey. 

If Mr. Murphy and Ms. Dempsey would give me thoughts on 
what the economic impact would be if it does expire at the end of 
the month, especially for your members. 

And, Mr. Murphy, it is nice to hear the Chamber of Commerce 
talk so much about its workers, something I do not know that it 
is always focused on, but I appreciated those comments today. 

If you would both give me your thoughts on what exactly it 
means to your companies, especially your smaller businesses and 
to your workers. 

Ms. Dempsey. Well, thank you. Senator Brown. Thank you. Sen- 
ator Brown. 

You know, I think it is important to hear what actually is hap- 
pening on the ground, not just economic theory, because the failure 
to reauthorize the Eximbank on a long-term basis is going to put 
at risk tens of billions of dollars of exports. 

We are not at full employment in this country, and we are cer- 
tainly not at full manufacturing output. In fact, we have a lot of 
industries that have had to shutter or slow down facilities. 

We can produce a lot more if we have those export markets and 
if we have the Eximbank continue. But given the amount of ex- 
ports that Eximbank finances on an annual basis, we will be put- 
ting tens of billions of dollars at risk and tens of thousands of U.S. 
jobs across America because we are going to lose those sales to for- 
eign competitors. 

And when I think about a small business company like Special 
Products and Manufacturing, whose CEO said the future of Amer- 
ican manufacturing is in jeopardy of being seriously hurt if the 
Eximbank is not reauthorized, other companies are going to lose 
sales — small business, large businesses, and this is going to have 
a direct impact on manufacturing in our country. 

Senator Brown. Mr. Murphy, your thoughts. 

Mr. Murphy. Out in the global marketplace, amid the tough 
competition we see from new firms and old, from different coun- 
tries around the world, the theoretical concerns that we have heard 
here ring hollow. 
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Out in the marketplace, the choice is not one between Eximbank 
on the one hand and the perfection of free markets on the other. 
It is a choice between U.S.-made aircraft, nuclear reactors, tur- 
bines, locomotives, a host of products and their competing products 
from other countries. And, often tipping the balance is official ex- 
port credit agency support. 

So if Eximbank’s critics have their way, the U.S.-made products 
will no longer have that support, and it really could tip the bal- 
ance. 

Stan Veuger, who is an AEI scholar and an expert in applied 
microeconomics and who has participated in what I understand is 
a vigorous debate at AEI on this topic, was asked the question: 
Well, why should we have an Eximbank? His answer: Because the 
world is not one frictionless credit market. 

Faced with foreign EGAs, we have an Eximbank, a Federal Gov- 
ernment program of, at most, negligible cost that helps U.S. export- 
ers compete with foreign firms on a level playing field. 

He warns against the utopian views of some Libertarians who 
believe that a fallen world can make due with the Garden of Eden’s 
governing institutions. 

For American companies, they want customers. They do not care 
if they have pointy ears and green blood. They want customers who 
can pay. 

And those customers have alternatives from many other coun- 
tries around the world. And, without Eximbank, those other compa- 
nies are going to have an advantage. 

And I would like to quote, finally, former CBO head, Douglas 
Holtz-Eakin, who has echoed this view. He says, “I would love to 
live in a world where we do not need the Eximbank, but this is not 
that world.” 

Chairman Shelby. We have a vote on the floor. So we are going 
to recess for about 20 minutes to give us a chance to vote. 

So we are in recess. 

[Recess.] 

Chairman Shelby. The Committee will come back to order. 

Senator Rounds. 

Senator Rounds. Thank you, Mr. Chairman. 

There is a constant debate over whether or not Eximbank helps 
small businesses. I do not expect to settle the argument today. 

But, can you tell me what types of small businesses benefit the 
most from Eximbank and why? And that would be to the panel. 

Ms. Dempsey. I am happy to start. Senator. 

I will say that there are a wide variety of manufacturers in all 
different sectors of the economy. We have food product manufactur- 
ers. We have companies in Pennsylvania that make wall coverings. 
We have small agricultural airplanes down in Texas. And it cross- 
cuts all of the different sectors. 

In every single State represented on this panel and every single 
State in this country, there are small businesses that are using the 
Eximbank. 

Mr. Strain. If I could add. Senator, it certainly benefits the 
small businesses that receive the credit. 

And so if you imagine a small business — small businesses which 
operate in much more competitive environments than a duopolostic 
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market like for large wide-body aircraft — and one firm gets the 
subsidy, gets an Eximbank financing deal, and another firm com- 
peting in exactly the same industry, trying to attract exactly the 
same customers, does not. 

It is true that this firm is helped; it is also true that this firm 
is placed at a disadvantage. 

And I think that what makes this complicated is that it is very 
easy to say if we let the Bank go these specific businesses will be 
hurt and they will be in a worse position than they are in today. 

But we have to take into account this other guy who is competing 
against the small business that receives the export financing, 
whose playing field will be more level, who will be better able to 
compete, and the overall effects in that market very well may likely 
be positive. 

Ms. Dempsey. Could I add something there? 

So the Export-Import Bank is open to any exporter that meets 
very objective qualifications. If there are two exporters in the same 
industry that both want to get Export-Import Bank services, they 
can do so. And, they do do so. 

And in cases where you have foreign bidding overseas for an in- 
frastructure project or some other Government activity where Gov- 
ernments are looking for bids from around the world, Eximbank 
will actually go in with two or three or any U.S. company, any U.S. 
exporter, that seeks its services and back them up and give them 
that same offer. 

It is not picking winners or losers. This is available to everyone. 

You do not need special access to get a loan or a loan guarantee 
or working capital out of the Eximbank. You can go onto their Web 
site and apply. This is something that is widely available and does 
not have that sort of negative impact. 

Mr. Strain. And just 10 seconds, I am sorry. 

If that is true in theory, which it is, it does remain the case that 
some businesses get it and some businesses do not. So there must 
be some reason why these businesses that do not get it and are not 
going through this extremely easy process of doing it. And I think 
the fact that not all businesses are subsidized means that the sim- 
ple story is not actually as simple in reality. 

Mr. Murphy. It has been fascinating over the past couple of 
years to prepare a library of interviews with 80 small business 
users of the Bank and their real-world experiences. 

So, for instance. Bridge to Life Solutions in South Carolina, they 
provide cold-storage organ transplant solutions. One of their execu- 
tives says: Without Eximbank, I would have to tell my customers, 
prepay everything up front or we cannot do business. 

It is only when they were able to purchase credit insurance from 
Eximbank, which they could not get from a commercial bank, that 
they were able to extend terms to foreign customers. And without 
being able to extend terms, they could not make these foreign 
sales. 

Similarly, Eagle Labs in Rancho Cucamonga, California, they use 
credit insurance to sell their surgical equipment for cataract sur- 
gery around the world. They explained that despite receiving reg- 
ular payment from foreign customers their local commercial banks 
would not extend them credit based on their foreign receivables. 
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but once they were able to get that guarantee from Eximbank they 
were able to double their sales and double their workforce. 

Senator Rounds. Mr. Ikenson. 

Mr. Ikenson. Yes. Thank you. 

Just to respond to Ms. Dempsey’s point, yes, Eximbank is avail- 
able to whomever qualifies. 

However, some firms have better recourse to exporting. They 
have infrastructure in place. They are more inclined to do so. 

So if two companies are in one firm — in one industry. One may 
be ready to expand abroad where another is not, and the avail- 
ability of the subsidy to that exporter might hasten the gap in per- 
formance between the two companies. 

Yes, there are small businesses that win — the beneficiaries. But 
there are costs, and I could go through a list of companies in many 
States, as John just did, pointing out that these are likely victims 
and that they should have a seat at the table as well. 

Senator Rounds. Thank you, Mr. Chairman. 

Chairman Shelby. Senator Donnelly. 

Senator Donnelly. Thank you, Mr. Chairman. 

First and foremost, I would like to say this is about jobs. This 
is about Indiana jobs. This is about American jobs and whether we 
stand up and fight for them. 

And I feel — as a kid, as I know probably some of you were, I was 
a big fan of Superman comics. And there was a character in there, 
and he was known as Bizarro Superman. And in Bizarre Super- 
man’s world, up was down and down was up. 

And, Mr. Chairman, I feel like I am in the Bizarro testimony 
here sometimes, where sending money back to the Treasury is a 
bad thing and seeing jobs go overseas is a good thing. Well, I would 
disagree with that. 

And I will say that this Senator will fight, and fight nonstop, to 
try to make sure that the Eximbank survives because it is critical 
to jobs, to families in my State, that when they go home want to 
put food on the table, take care of their family, and have a decent 
life for their children. That is what the Eximbank helps do. 

And with that note. Doctor, I would like to ask you: Do you know 
who ABRO Industries is? 

Ms. DE Rugy. Are you talking to me? 

Senator Donnelly. Yes. 

Ms. DE Rugy. No. 

Senator Donnelly. Do you know who Vertellus is? 

Ms. DE Rugy. No. 

Senator Donnelly. Do you know who Polymer Technology Sys- 
tems is? 

Ms. DE Rugy. No. 

Senator Donnelly. Do you know who Advanced Machine and 
Tool is? 

Ms. DE Rugy. No. 

Senator Donnelly. Those are all companies that have benefited 
from Eximbank. They are not huge multinationals. They are com- 
panies in South Bend, in Indianapolis, in Ft. Wayne. 

And for them this is not about a theoretical exercise. This is 
about whether or not they have work to do and whether or not they 
have products to export. 
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And so I would say that this is the real world. These are the peo- 
ple who the Eximbank is helping. 

And then I would like to ask you: You had mentioned that part 
of the people who are victimized are taxpayers. 

Well, here is the taxpayer victimization that has occurred in the 
last years: 2012, $803 million returned to the Treasury in profits; 
2013, $1,056 billion returned to the Treasury in profits; 2014, $675 
million returned to the Treasury in profits. 

Here in Washington and in our Government, it drives you crazy 
sometimes to see programs that we run deficits time after time 
after time. And here we are with a program that is returning 
money to the Treasury to help reduce the deficit, and we are at- 
tacking the program. It does not seem to make any sense to me. 

And, Dr. Strain, those companies I mentioned, they are not po- 
litically well-connected. They are just businesses back home, who 
are trying to make ends meet and who are trying to sell products. 

So I think that these are the kind of things that are the real 
world that we deal with on a constant basis. 

And, Ms. Dempsey, I would like to ask you a question, that as 
we look at this there was talk about businesses being penalized by 
the Eximbank. 

One of the companies that I mentioned sells motor oil to Nigeria, 
sells automotive aftercare products to Saudi Arabia. 

Do you think that those products, if the Eximbank went away, 
that products like that and products sold around the world — do you 
think it would be a company from Ohio who lost the opportunity, 
or do you think it would be from somewhere else? 

Ms. Dempsey. Thank you. Senator. 

I think it would be from somewhere else. As I noted in my testi- 
mony, you know, we have over 60 export credit agencies operating 
worldwide and much more aggressive than the U.S. 

The U.S. has been much less export-intensive. But when our 
companies export it does support jobs; it supports manufacturing. 
And the companies you cited in Indiana — I would mention Draper 
as well, a window shade manufacturer — they have all been able to 
grow their operations by exports. 

We have not heard of the type of theoretical subsidy or problem 
that Mr. Ikenson is talking about or those types of losers. 

The only question is, when there is a foreign deal is that deal 
going to go forward? And that is something the Eximbank takes a 
look at because the Eximbank is not going to operate to provide 
services if that deal were not going forward. 

But if you have a deal going forward overseas and the question 
that the Eximbank answers is not whether someone in some other 
industry or any industry in the U.S. is going to be hurt, that deal 
is going to go forward. 

The question is whether a U.S. manufacturer or other business 
is going to participate, whether U.S. workers will be able to work 
on the products and services that Eximbank would support. 

And so this is really just about, from our perspective, being able 
to boost U.S. exports which is all — there is a huge amount of gain 
there. And we are growing exports, but we are not growing them 
fast enough. 

Senator Donnelly. Thank you. 
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And, Mr. Chairman, I would just like to say one more thing in 
the matter of setting the historical record straight, and that would 
be this — that last week General Motors held a $1.2 billion expan- 
sion in the Silverado and Sierra Truck plant in Ft. Wayne, that in 
Kokomo, Indiana, in 2009 we went from over 5,000 transmission 
workers to almost zero, and that today there are over 7,000 people 
building Chrysler transmissions, and on top of that that we had to 
build an extra plant to contain all the work. So that is a little bit 
of a historical correction as to what happened. 

Thank you, Mr. Chairman. 

Chairman Shelby. Senator Corker. 

Senator Corker. Thank you, Mr. Chairman and Ranking Mem- 
ber for having this hearing. 

I am in the category of just trying to understand and to try to 
make a good decision on behalf of the people that I represent. You 
know, the context within which I look at this is, you know, with 
others on this Committee. 

On one hand, I have led the charge to wind down Fannie and 
Freddie, you know, which have $5 trillion in mortgages, and to cre- 
ate a more dynamic system where you do not have two behemoths 
that basically dominate the housing industry. So that is one end of 
the spectrum. 

On the other end, we have this entity that it is hard for me to 
determine, you know, exactly why there have not been greater re- 
forms, and yet, I understand some of the things that Senator Don- 
nelly is pointing out. 

So let me just — Ms. Dempsey, if you would, on Boeing, since ev- 
erybody wants to talk about Boeing — and I have nothing against 
Boeing. I like flying in the airplanes that they build. 

But give me an example of a transaction where Boeing, which is 
a very sophisticated company, would be doing business with an en- 
tity. We mentioned that many of the entities are State-owned en- 
terprises; in many cases, very wealthy countries that own these 
State-owned enterprises. 

Give me an example of a transaction where Boeing really would 
be concerned about the credit on the other side of the deal and, 
therefore, would need to operate through the Bank in this way. 

Ms. Dempsey. Thank you. Senator. I think that that is a great 
point to bring up here. 

One of the things that I think gets misunderstood in this debate 
is it is not Boeing that is necessarily going out and saying, well, 
I need Eximbank. Our companies, whether it is a large company 
or a small company, they are getting demands from their cus- 
tomers about how that customer wants to purchase. 

In the case of Boeing, you have two major wide-body aircraft pro- 
ducers in the world. One is here in the United States, supporting 
tens of thousands of small businesses 

Senator Corker. Now, if you could — I have got 5 minutes — I 
want you to give me an example. I understand all that. 

Ms. Dempsey. So you have a foreign airline that says: I want 
this type of financing. I know that the French and the Germans are 
going to finance the Airbus. Boeing, can you meet that? Can the 
Eximbank meet that? 
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Senator Corker. So it is not that they are worried about the 
credit. It is that the Eximbank is able to give these companies — 
these countries, companies, State-owned enterprises — terms that 
are comparable to what Boeing’s competition is using. Is that what 
you are saying? 

Ms. Dempsey. Yes. 

Senator Corker. OK. You want to say something? Yes, ma’am. 

Ms. DE Rugy. Yeah. I mean, this assumption is that the only — 
the driving factor for choosing a Boeing plane as opposed to an Air- 
bus plane is the existence of credit subsidies. 

I mean, it is worth noting that last year 90 percent of Boeing 
planes were sold without any export subsidies. In fact, it is a gen- 
eral rule. 

According to GAO, 85 percent of all airplanes are sold without 
these types of export subsidies. We have ample examples. 

I mean, there is no denying that the companies abroad, like Air 
Emirates or Ryanair, who are just like the top beneficiaries, foreign 
beneficiaries of Eximbank, they like getting cheap subsidies no 
matter how wealthy they are. 

That being said, we have ample examples of these companies. In 
the same month for instance. Air Emirates in June 2012, bought 
Boeing planes with export subsidies, 2 of them at the same time 
they bought 4 Airbus planes without any subsidy, which says a lot 
about the banks’ willingness to lend without export subsidy, the 
willingness of Air Emirates, and the ability for it to actually lend, 
and also the fact that it is not the primary and only deciding factor 
in buying a plane. 

Senator Corker. So, if I could — ^you all have been very fulsome 
in your answers, and we may want to follow up. 

But so in that case — and I understand some of the smaller enter- 
prises that Donnelly was talking about, that it would be difficult 
for them maybe to go to a sophisticated lender and deal with the 
$50,000 transaction; I got it. 

But in this case it is really about they are dealing with other 
countries, and the other countries want, obviously, the best ar- 
rangement they can get. And so it gives Boeing, in those cases, a 
competitive, level playing field. 

Ms. Dempsey. Level playing field. 

Senator Corker. All right. So let me ask you this: One of the 
things we have looked at in our office is Eximbank being truly the 
lender of last resort, which would do away with this whole scenario 
you are talking about because Boeing could get credit. It is just 
that they would not be as competitive without this type of credit. 

But we have looked at the form that people fill out, and you 
know, you do not really have to be — Eximbank does not really have 
to be the lender of last resort. I mean, you are not like violating 
an oath when you fill this thing out. It is pretty loose. 

Is there a way to truly make Eximbank for entities like Donnelly 
was talking about, an entity that deals with folks where they are 
the lender of last resort, and we did not have to worry about the 
level playing field issue? 

Ms. Dempsey. I would say I hear from a lot of the small busi- 
nesses that there is already a lot of paperwork; there is a lot of 
delay. 



22 


One of the things that we constantly have in the U.S. as a proh- 
lem is our paperwork and delay, and because of that we sometimes 
lose the sale. So I think anything that one might consider on that 
you have to be careful. 

But, lender of last resort? Does that mean that when, you know. 
Air Emirates wants to buy a plane, we are — you know. Perhaps 
there is credit available on the commercial market, but they are 
going to get a better deal out of Europe from Airbus, from their ex- 
port credit agencies over there. 

And I think, you know, people keep throwing around the word 
subsidy constantly. Where is this subsidy? 

This is a Government entity that pays fully for itself with the 
fees and the interest it takes in. It raises those fees. It raises those 
interests. 

And in the area of aircraft, the U.S. has led the industrialized 
world at the OECD to have a new aircraft sector understanding 
that has raised the interest rates on this to get rid of the market 
distortions. 

Just saying it is a subsidy does not make it so. 

Senator Corker. Well, if I could, in closing, I think what some 
people may say is a subsidy is the true cost of Eximbank’s capital 
is not calculated, and therefore, other private entities that might 
want to do that business are knocked out of that business. That 
might be the subsidy they are talking about. 

But, thank you, sir. 

Chairman Shelby. Senator Heitkamp. 

Senator Heitkamp. Thank you, Mr. Chairman. 

The first thing I just want to point is it is always easy to talk 
about Boeing, but behind Boeing is a supply chain where very 
small manufacturers, very small businesses are also benefited kind 
of long-term, and those folks are deeply concerned about what is 
happening right now with the Eximbank. 

In fact, most of the push that I get in North Dakota is coming 
from our very small businesses, whether it is a wheelchair manu- 
facturer who said: Look, I have maximized my effect in the market 
today. I need to have access to the international market. I do not 
know about to do it. 

And you say, we have got this great tool. 

I think there is no question that small business is a huge bene- 
ficiary. Now in proportion to their position in terms of their con- 
tribution to gross domestic product, they might even be in excess 
of what you might see compared to multinational corporations. 

So let’s take a couple things off the table, and one of those is that 
there are somehow companies that have been disadvantaged, who 
are pounding the table. In fact, the testimony of one of the panel- 
ists raises the issue of a couple companies, both of which who are 
outrageous supporters of the Eximbank. 

And so what we really have here is a philosophical difference. 
And we are hearing from people who represent an ideology that is 
free enterprise above all else, no interference at all of Government, 
and we are hearing from people who actually create jobs. 

And the question is, are we going to listen to the ideology of, you 
know, get rid of all subsidies, which in a perfect world might make 
sense, when we are not operating in a global economy where we 
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have institutions exactly like this pouring money into their export 
credit agencies? 

And so we are not in a perfect world. 

And so to me, today, what we need to do is we need to have a 
conversation with the people who are actually on the ground with 
American manufacturing. 

And, Ms. Dempsey, I want to ask you about our current state of 
affairs, which is we are looking like we are going to, for the first 
time in 70 years, let the charter of the Bank expire. Expire this 
year. That is outrageous to me. 

And I want you to tell me what the injury is to American manu- 
facturers if we do that. 

Ms. Dempsey. Thank you. Senator, and I could not agree more. 
You know. 

Today starts the NAM manufacturing summit, and we have over 
500 people who have flown in, and they are going to be talking to 
your offices and others about the Export-Import Bank and how crit- 
ical it is. 

This is an issue where my phone rings off, you know, the system 
because this 

Senator Heitkamp. Not just calls from Boeing? 

Ms. Dempsey. No. This is from small businesses. These are 
emails from small businesses about whether they are going to be 
able to continue to get, you know, assurances that they are going 
to get paid when they send their product overseas, that they are 
going to have the working capital so that they can pay their em- 
ployees and export at the same time — something that commercial 
banks do not provide. 

Senator Heitkamp. Are they recounting to you the disruption 
that is happening as a result of this uncertainty, as a result of us 
not doing our job in a timely fashion? 

Ms. Dempsey. There is a lot of harsh words, and there is a lot 
of uncertainty and fear. 

One of the things we see is foreign competitors to our companies 
here in the United States using the fact that Export-Import Bank 
may shut down at the end of this month to tell foreign customers, 
hey, you cannot trust the Americans; you cannot necessarily be 
guaranteed that they are going to come through on this sale. 

And there has been a lot of uncertainty for big sales but small 
sales. This will cost U.S. exports, make no mistake, and the jobs 
that they support. 

Senator Heitkamp. Currently, the last time I checked, there is 
$18 billion in the pipeline that will be stalled out if we do not do 
this. And so while we are arguing philosophically, the people you 
represent are trying to keep people working. They are trying to 
keep their product moving into a market where 95 percent of all 
consumers live outside this country. 

I want to ask Mr. Murphy: When you try and explain the resist- 
ance to an entity that returns money to the Treasury, that actually 
supports American jobs, what argument do you provide for why we 
are stalling out? 

Mr. Murphy. Well, it is difficult to be able to explain that, I 
think, particularly with the small business users of the Bank. They 
are baffled by it. 
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I think that they are a very handful of three of four companies 
that have been identified across the country that do not support 
the Export-Import Bank, that have spoken out against it, including 
Delta, for instance. 

But I work for the broadest business organization in the country, 
an underlying membership of three million companies of every size, 
sector and region. I cannot tell you how broad the support is for 
this and how difficult it is to explain what is going on. 

Senator Heitkamp. I think that is a point that we need to make, 
which is that this is not a 51-49 in your membership. This is 
hugely supported compared to everything else. 

Mr. Murphy. It is completely uncontroversial. 

Senator Heitkamp. Yes. And I guess I just want to make one 
final pitch, which is we have got to reauthorize the Eximbank be- 
fore the end of the year, or before the end of this month, or else 
we have crated a huge disruption. We have done something again 
in this body and in this Congress that is so disruptive to the mar- 
ketplace that it is unfathomable that we would risk these jobs. 

And so I want to thank you for your testimony. 

Mr. Murphy. Senator, if I could just say briefly, thank you to 
you. Senator Donnelly, Senator Kirk, for your leadership on a bill 
to reauthorize the Bank. 

Chairman Shelby. Senator Kirk. 

Senator Kirk. Thank you, Mr. Chairman. 

I just want to show the Committee the sign that you see when 
you arrive at Beijing Airport. It says, “Welcome From the Export- 
Import Bank of China.” It shows exactly what happens when we 
leave the battlefield to the other team. 

I want to show you another picture of the C919. It is the compet- 
itor to the Boeing 737. This aircraft has now been booked 400 times 
over, representing billions in sales lost by the United States. 

I would say if you represent the State of Illinois, as I do, you 
think about all the families that depend on Boeing and Caterpillar, 
Caterpillar being based in Peoria. 

Mr. Chairman, I would definitely say that Eximbank plays in Pe- 
oria. 

So let me ask Dempsey. I just want to go through the panel here. 

For Mr. Ikenson, for your think tank, about how many people 
work there? 

Mr. Ikenson. How many people are employed at Cato? 

Senator Kirk. At Cato, yes. About 200? 

Mr. Ikenson. Fewer. About 100 to 150. 

Senator Kirk. And for Ms. Dempsey, you represent about 12 mil- 
lion Americans, right? 

Ms. Dempsey. Manufacturers do throughout the — there are 12 
million manufacturing workers throughout the American economy. 

Senator Kirk. Well, let’s just ask the panel. If you represent 
more than 10 million workers, raise your hand. 

[Ms. Dempsey and Mr. Murphy indicating.] 

Senator Kirk. So, Mr. Murphy, I do not know if you have got 10 
million people at your firm there. 

Mr. Murphy. Well, the underlying membership of the Chamber, 
we estimate is 

Senator Kirk. It certainly would be. 
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Mr. Murphy. more than 20 million workers at companies 

that are members of the Chamber. 

Mr. Strain. I would like to think that I represent millions of 
Americans who love the free enterprise system, Senator. 

Senator Kirk. I would say now when we look at the makeup of 
this panel it seems to be a lot of insider, Beltway folks who rep- 
resent very tiny employer bases. 

When you look at the entire employment base of the United 
States, for Eximbank, it supports about 46,000 jobs in the State of 
Illinois. For our State, which could ill afford to lose any more, this 
is the impact on the country. 

We are under the logo of “ship goods, not jobs.” For the United 
States, about 164,000 annual jobs supported by Eximbank, exports 
of $27.5 million. 

In the case of Illinois, I have already talked about Peoria. Sup- 
porting jobs in Chicago and Burr Ridge and Lincolnshire and Mo- 
line and Decatur and Mount Prospect, I would say the impact is 
pretty huge in my State, right in the middle of the Heartland. 

With that, I will yield back, Mr. Chairman. 

Chairman Shelby. Senator Warren. 

Senator Warren. Thank you, Mr. Chairman. 

You know, there has been a lot of talk about who is supported 
by the Export-Import Bank. And as you all know, under the terms 
of the congressional charter, Eximbank is supposed to focus on 
helping America’s small businesses grow and export goods. In fact, 
by law, at least 20 percent of the Bank’s spending each year must 
go directly to supporting small businesses. 

Now in fiscal year 2014, the Eximbank met that target, but in 
the 3 previous fiscal years it did not. That means that small busi- 
nesses in Massachusetts and across the country were not receiving 
the level of support that Congress explicitly requires the Bank to 
provide. 

I am concerned about the Bank’s performance in this area. 

Mr. Murphy, I imagine that the Chamber of Commerce must be 
as well. After all, the Chamber often notes in its literature that it 
represents more than 3 million American businesses of which more 
than 96 percent are small businesses with fewer than 100 employ- 
ees. 

So I want to ask, Mr. Murphy: I know the Chamber supports the 
reauthorization of Eximbank; you have made that clear today. But 
given the Chamber’s overwhelming small business membership, 
does the Chamber also support substantially raising the Bank’s 
small business spending requirement from 20 percent to some 
higher number? 

Mr. Murphy. Well, thank you for the question. Senator. 

Our small business members are very active in advocating for re- 
authorization of the Bank, and we have worked closely with the 
Bank to try and forge connections between its staff and the small 
business community so that companies that want to export can get 
their services. 

It is — we kind of scratch our heads about the decline in support 
for small business. However, it does 

Senator Warren. Well, Mr. Murphy. 

Mr. Murphy. Yes. 
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Senator Warren. Let me just — since our time is limited here. 

The question I am asking is whether or not you would support, 
you the Chamber of Commerce would support, increasing the statu- 
tory requirement for what 

Mr. Murphy. No, we do not. We are 

Senator Warren. The percentage goes to small businesses. 

I am a little surprised by your answer. I would think that the 
Chamber would strongly support a change that would help more 
than 95 percent of your membership. 

Mr. Murphy. Our close interaction with the Bank has left me 
with the conviction that the Eximbank is doing everything it can 
to track down and find and identify small businesses that need its 
service. 

Senator Warren. So you are 

Mr. Murphy. In many cases, they can find commercial banking 
services. 

Senator Warren. Well, then let me ask the question a slightly 
different way, Mr. Murphy. Would the Chamber support including 
a stronger enforcement mechanism so that the Bank would face 
some serious consequences if it did not reach the 20 percent target 
for small businesses? 

Mr. Murphy. I do not believe it is the sort of objective that 
should have some sort of a punishment as a result for failure to 
comply with it. 

Senator Warren. Well, I am talking about enforcement. You 
know, we ask them to do something. We direct them here in Con- 
gress to do something. 

And we have talked about the history from the past 4 years. In 
three out of 4 years they have not met the objectives, and there evi- 
dently has been no consequence that comes from that. 

You are supposed to be here, I thought you always say, rep- 
resenting small businesses, and I have just offered you two alter- 
natives: Increase the percentage. Add some enforcement to it. 

And you are telling me the Chamber is not interested in any of 
that? 

Mr. Murphy. And if I had a folder of examples of companies that 
were seeking Eximbank support so that they could grow their ex- 
ports that were somehow unmet, then I would express it. 

Senator Warren. So you are telling me the Eximbank is not re- 
sponsible for its inability to reach these small businesses? 

Let me just ask you, Ms. Dempsey: How about you? I have the 
same question. Given the overwhelming number of small busi- 
nesses that NAM claims to represent, would you support increasing 
their percentage, the percentage that Ex-Im is required to do for 
small businesses, above 20 percent? 

Ms. Dempsey. Senator, we do not support increasing a mandate. 

What we support is the types of tools and getting out the infor- 
mation. And like the Chamber, we work to connect Eximbank with 
small businesses. 

But what we 

Senator Warren. So I am sorry. Let me just make sure I am un- 
derstanding. Are you supporting any change then in the authoriza- 
tion, an authorization that has been in place when Eximbank has 
failed to meet even the 20 percent standard? 
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Ms. Dempsey. In terms of the mandate, we are not seeking a 
change in that because what we want is for Eximbank to be more 
effective in that and just mandating a higher level is not going to 
succeed in that. 

The U.S., as a Nation 

Senator Warren. Well, then would you support greater enforce- 
ment mechanisms? 

Ms. Dempsey. I just agree with focusing on this as enforcement. 

The U.S., as a Nation, is much less export-intensive. People — our 
small businesses are very used to selling domestic 

Senator Warren. Ms. Dempsey, if I could stop you there 

Ms. Dempsey. Sorry. 

Senator Warren. ^because my question is how — who it is 

that Eximbank is supposed to support, and you come in here and 
tell me it is supposed to support small businesses. 

I believe that Eximbank helps create jobs in Massachusetts and 
across America, the kinds of good manufacturing jobs that we are 
losing to other countries far too often, and the Bank does that 
while consistently making money for taxpayers. I understand this 
point. 

But I also believe there is significant room for improvement in 
the Bank’s operations, including a commitment to make these loans 
more easily available for small businesses. More often than not, big 
businesses can find private funding options for their export deals, 
but that is not usually the case for small businesses. 

I believe that we should push the Bank to do more for small 
businesses, and I would think the people who represent small busi- 
nesses would be strong supporters of that. 

And I believe we should hold the Eximbank accountable if it fails 
to reach those goals, and I would expect the Chamber and NAM 
to support that. 

Thank you, Mr. Chairman. 

Chairman Shelby. Senator Cotton. 

Senator Cotton. I just want to say for the record to the panel 
that I have been on the receiving end of Senator Warren’s chal- 
lenging questions before. She was my professor in law school. And 
you did a much better job handling her questions than I ever did 
when I was in law school. 

We live in a globalized world. America is competing with — ^Amer- 
ican companies are competing with companies around the world. 

One argument you hear in favor of the Eximbank commonly is 
a reference to arms control language, that we cannot unilaterally 
disarm. Between the Europeans and the Chinese and the dozens of 
other export credit agencies around the world, it would be unwise 
for the United States to let the Eximbank unwind its operations 
and wind down. 

Ms. de Rugy, could you respond to that argument with the 
strongest counterargument you have? 

Ms. DE Rugy. So this argument assumption is that it would hurt 
the United States overall to disarm, to drop these export subsidies, 
and I think there is a pretty strong case to be made that it is not 
very clear-cut. 
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I mean, I think, as Dr. Strain has shown — I mean, there are 
ways in which actually this type of export subsidies are damaging 
to the economy as a whole. 

Moreover, I think that what we should aspire to do if we want 
to promote export is to do it in a more general basis. And there are 
a lot of actually sound policies that we should be implementing 
rather than actually just targeting on special winners without con- 
sidering the cost, such as, for instance, the reform of the corporate 
income tax, which is extremely punishing, especially for companies 
that are competing abroad. 

Why don’t we stop this type of targeted subsidies to a few and 
expand and implement policy that would benefit everyone, even the 
nonexporters? 

Senator Cotton. Mr. Strain, do you have anything to add? 

Mr. Strain. I do. Senator. I agree with that. 

I think that the argument about unilateral disarmament is a 
strong argument that supporters of the Eximbank have. I think 
that the argument presupposes that the policies of the Eximbank 
are a net positive and are engaging in this battle, you know, in an 
effective way. 

And I think that that really is not well-supported by the evi- 
dence. It very well could be the case that so-called unilateral disar- 
mament actually is better for the United States as a whole even 
if it is worse for the, you know, particular companies that we have 
heard from, from the Chamber and from NAM. 

And so I think we have to maintain some level of humility about 
what it is exactly that the Government is able to know will happen 
when an economic policy is put in place. We are talking about, es- 
sentially, a situation of concentrated benefits and diffuse costs, and 
we have heard quite a bit from the Chamber and from NAM about 
who benefits in a concentrated way. 

And the question simply is, are the diffuse costs greater than the 
concentrated benefits? They are much harder to measure. It is 
much harder to know. 

And I think that the weight of the evidence suggests that with 
export subsidies they probably are greater than the concentrated 
benefits. And so unilateral disarmament may be bad for these spe- 
cific companies, but it may be good for the United States as a 
whole. 

Senator Cotton. Ms. de Rugy. 

Ms. DE Rugy. I am sorry; I forgot to add that it is worth pointing 
that it is not a majority of what Eximbank does. I mean, according 
to its own justification data, only 30 — roughly a little over 30 per- 
cent of what Eximbank does is justified as countervailing export 
subsidies. So almost 70 percent of what Eximbank does has noth- 
ing to do with competing with export subsidies abroad. 

Mr. Strain. And, Senator, if I could just add very quickly 

Senator Cotton. Actually, I would like to hear the other side. 

Mr. Murphy. 

Mr. Murphy. So over the weekend I was reading Chairman 
Hochberg’s testimony for the House Einancial Services Committee, 
and he recounted how he was recently at a meeting of the 79 ex- 
port credit agencies from around the world. Dozens of them ex- 
plained how they plan to be expanding the export finance that they 
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make available. Precisely, two said they intended in the years 
ahead to be cutting it; that was Austria and Norway. The Chinese 
were silent. 

China has three, what they call, policy banks. One is China 
Eximbank. Two other banks provide similar levels of support. 

There is a gusher of export credit agency support coming out 
around the world. 

And in our experience, what we hear from our member compa- 
nies time and again is that it can make a determination even in 
cases where it is not used, as a kind of deterrent effect. The fact 
that it could be used in some cases, it can turn the sale away from 
the American exporter to a competitor from abroad, and that is 
why we think we should not be the only country in the world not 
to have one of these agencies. 

Senator Cotton. Ms. Dempsey, you look as if you wanted to add 
something. 

Ms. Dempsey. You know, thank you. I totally agree. 

I wanted to point out that when Dr. de Rugy was talking about 
that a certain percentage of Eximbank’s transactions are not deal- 
ing with subsidies or dealing with market failures, in fact, yes, 
they are. 

The pie chart that she put in her testimony — and I am happy to 
provide one as a follow-up — ignores the small business side, ignores 
the types of loans where the OECD says that Eximbank can only 
finance up to 85 percent, and so that other 15 percent is what is 
unaccounted for. Those loans, of course, would not happen but for 
Eximbank, and they are areas where there is market failure. 

The U.S. has led the world in trying to eliminate market distor- 
tions in export credit. We have been pretty successful at the OECD 
in all — overall and then in sectors like aircraft and renewables and 
lots of other sectors. 

We are having a hard time with the developing world. They are 
trying to increase, as Mr. Murphy explained. And, if the U.S. takes 
itself out, if we do not have an Export-Import Bank, what do we 
think is going to happen? 

You do not know the theory of what is going to happen there? 

What we are seeing on the ground is exactly what Mr. Murphy 
was saying. They are expanding. They want to grow their econo- 
mies, and they want to grow it through exports. And they are going 
to go forward regardless. But it is probably going to get worse, and 
it is going to make it harder for manufacturers to be able to win 
these sales overseas. 

Senator Cotton. If in a more perfect world the United States 
could actually persuade all of the countries around the world with 
the ECAs to eliminate theirs, would you then believe that we 
should eliminate the Eximbank? 

Ms. Dempsey. As long as the market can deal with the issues 
that exporters in our country need. 

Small businesses cannot use their exports as collateral when 
they are trying to get a loan from a commercial bank, and that 
means they are not — ^you know. We have got companies who mort- 
gage their personal house. 
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We need to deal with that type of failure. We need to deal with 
commercial banks that are not able to do long-term loans or loans 
into emerging countries. So we have got those issues to deal with. 

But, yes, if we can move to a system where we have — we dis- 
cipline out these export credit agencies, let’s go forward. 

Senator Cotton. Thank you all. 

Chairman Shelby. A couple of observations. 

In Senator Warren’s question about reforming the Bank, both 
Mr. Murphy’s and Ms. Dempsey’s answers were troubling because 
you obviously like the status quo. 

And in your answers, she gathered and I gathered that you are 
not representing small business; you are representing one or two 
big companies that are getting most of the business, using the 
Bank the most. That is troubling. 

So if somebody wanted to reform the Bank, you all would be 
against it, basically, unless you could write the reform. That is one 
of the problems that the Bank has today. 

That was not a question. That was a comment. 

Some of our witnesses have referred to the arguments against 
the reauthorization of the Bank as economic theory whereas argu- 
ments in favor of the Bank are based on reality — quote. 

Certainly, arguments in favor of the Bank benefit from real- 
world examples — we know that — whereas arguments against the 
Bank are more attenuated because the potential economic damage 
done by Government-backed lending is not easily measured, as one 
would expect, but that does not mean it does not exist. 

Ms. Dempsey, does the National Association of Manufacturers re- 
ject all economic theory? 

Ms. Dempsey. Of course not. Senator. 

Chairman Shelby. OK. In other words, you do not reject the the- 
ory that says Government-backed loan guarantees have negative as 
well as positive effects on American markets and manufacturers? 

Ms. Dempsey. Well, Mr. Chairman, you know, we have not actu- 
ally heard that complaint, as Mr. Ikenson and other panelists were 
detailing. That is not the complaint that we have actually heard 
from our businesses. 

We like to ground our views and our policy, which are decided 
by our members, based on our members’ experiences. And so some- 
thing like the small business issue, I think we need to figure out 
why Eximbank is not getting more loans and services to small busi- 
nesses before we, you know, dramatically increase mandates. 

I will say as well, though, that the NAM supports the reform 
bills that have been introduced by Senators Heitkamp and Don- 
nelly, by Senator Kirk, that includes some reform on small busi- 
ness as well. 

Chairman Shelby. Dr. Strain. 

Mr. Strain. Well, I agree, Mr. Chairman, that if the point of the 
Eximbank is to help small businesses then presumably those who 
support the Eximbank should be in favor of increasing its assist- 
ance to small businesses. I think that is a fairly common-sensical 
view, and I think Senator Warren articulated it very well. 

I think that with respect to defending economic theory, which I 
am happy to do, you know, sometimes it is very hard to measure 
things. We have a very big economy, a lot of moving parts. 
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It is very easy for politically connected organizations to come to 
Washington and to find organizations that will say, hey, you know, 
these policies help me; do not get rid of them. 

And it is much harder for organizations and individuals that do 
not have those kinds of resources or who are injured in slightly — 
in slighter ways, in smaller ways, but when you aggregate all that 
up, you end up doing some damage to come and organize. 

I think that the fact that the overwhelming majority of exports 
occur in this country without access to special export financing 

Chairman Shelby. About 98 percent. 

Mr. Strain. Something about 98 percent without access to export 
financing does cast doubt on predictions of horrible destruction and 
gloom and doom that will take place if that 2 percent of deals have 
to operate under the same circumstances as the other 98. 

Chairman Shelby. Senator Brown. 

Senator Brown. Two questions, Mr. Chairman. Thank you. 

And thanks again for the patience of all of you. 

And, again, thanks to Senator Heitkamp for her leadership on 
this, with Senator Kirk. 

Ms. Dempsey, I want to ask you about the supply chain. 

GE Aviation in Evendale, Ohio, provides engines for commercial 
and military aircraft. Some 7,500 employees in the Cincinnati area. 
They are also in Nela Park in Cleveland — electric lighting and 
many other — several other sites around. 

We hear the Export-Import Bank largely benefits, we hear, eight 
or so large corporations. 

Understanding GE has told me they have 19,000 suppliers in my 
State alone, and we are one of the GE States. But 19,000 suppliers 
in one State. 

Talk about what — sort of dispel — take 90 seconds and dispel this 
myth that it is all about these 8 large companies. 

Ms. Dempsey. Well, that is exactly right. Senator, and it is true. 
It is true with our biggest exporters. It is true with our medium- 
size exporters. But a company like Boeing or a company like GE 
that has tens of thousands of suppliers around the country, some 
of those are companies with 20 employees, with 50 employees. 

One of our companies. Click Bond, is here this week as part of 
our NAM summit. They do not export directly. They provide to 
large capital equipment exporters. Their business grows when our 
exports, and that company’s exports, are able to grow overseas. 

This benefits all of those companies. It does not, as we have seen, 
you know, impact negatively others. 

It creates more opportunity for manufacturers across all of the 
supply chains, whether you are primary metal or equipment, or you 
are tool and die. If you are talking capital equipment, power train, 
all of those items that go into a large piece of capital equipment 
overseas, they all benefit, and those benefits are around the coun- 
try. 

I will say one of the things that has been difficult is identifying 
those suppliers. We have a lot of companies. Until the last year 
and this debate really heated up and we really started spending a 
lot of time looking for them — they do not even know that their 
product is being exported overseas because they are sending on. 
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They might not even be a first-tier supplier to a Boeing or 
Eximbank, but they are benefiting; their employees are benefiting. 

And we have seen, you know, real good growth in manufacturing 
in the United States, and we want to keep that going because those 
are really good, high-paying jobs in our country, and we want to 
continue growing them. 

Senator Brown. Thank you, Ms. Dempsey. 

Before my last question, I would ask unanimous consent of the 
Chair that a statement from the Bankers Association for Finance 
and Trade and the Financial Services Roundtable be included in 
the Committee document. 

Chairman Shelby. Without objection, so ordered. 

Senator Brown. Thank you. 

Mr. Murphy, some of the other witnesses argue that Ex-Im — 
crowds out was the term I think being used — crowds out private fi- 
nancing, but BAFT and FSR member banks offer financing through 
the working capital and credit insurance programs at Eximbank. 

Would these banks use these programs if they could finance 
these transactions through other means? 

Mr. Murphy. I believe there is a real consensus in the commer- 
cial bank community that Eximbank does not crowd them out. 

There was a recent letter that the Business Association for Fi- 
nance and Trade and the Financial Services Roundtable sent to 
Congress that explained that Eximbank cannot be replaced solely 
by the private sector, and they explained balance sheets constraints 
arising from prudential capital and liquidity requirements, among 
other factors, along with institutional credit, country and 
counterparty limitations are among the factors that limit the abil- 
ity of commercial banks to provide export finance. 

So there is a niche for Eximbank. 

And the fact that it finances, in fact, a small portion of American 
exports is not a problem; it is a virtue. It is a virtue that in the 
vast majority of cases commercial banks are able to provide this. 

However, as I think we have outlined in great detail, there are 
particular circumstances for small business and specific industries, 
where in head-to-head competition or because of foreign buyers’ re- 
quirements Eximbank is necessary. 

Senator Brown. Thank you. Thank you all. 

Chairman Shelby. Senator Rounds, do you have another ques- 
tion? 

Senator Rounds. I do, Mr. Chairman. 

It would appear to me in the discussion here that we all agree, 
or we appear to agree, that the Eximbank is a tool which is uti- 
lized. 

It seems to be a question as to who utilizes the tool, but nonethe- 
less, it is a tool which is utilized to compete with other similar 
types of entities throughout the world. 

If that tool simply goes away, it would appear that we find our 
own people who are in the business of exporting to be a competitive 
disadvantage. I understand that the economics would suggest then 
that there are tradeoffs to that. 

But I am just curious because it seems to me that if it is such 
a serious issue that it hurts our economy and, yet, it only accounts 
for 2 percent of the total amount of imports out there, it does not 



33 


appear to have had a major impact on the rest of the economy. 
Nonetheless, for the organizations who are exporting, it is of crit- 
ical importance, or at least that is what we are led to believe. 

I am just curious. There were some items brought up here that 
I think kind of stick out. 

Number one, we have heard that there is a subsidy in sort for, 
in particular, Boeing and other organizations, that in terms of com- 
petitive financing as provided by this particular bank that other 
banks cannot compete with. 

I just — but I am also hearing that there has been an agreement 
internationally that there is not a competitive disadvantage pro- 
vided by this particular bank and that it is a fair competition right 
now. 

So there is not — from what I am hearing, there is not a competi- 
tive advantage for the interest rates being provided, but rather, be- 
cause this is the way the other people who are accepting our ex- 
ports, they are expecting as a part of business to have this tool 
available in some situations. 

So what — when we get right down to it, what damage is this par- 
ticular entity doing to our economy, and what is the cost that we 
are trying to avoid? 

Sir? 

Mr. Murphy. In 2011 at the OECD, an agreement was reached 
on how export credit agencies, such as Eximbank, would provide 
support for wide-body aircraft. So, basically, Boeing and Airbus. 
That agreement obligated Eximbank to significantly raise the fees 
that it charges Boeing for its — to use its services. 

That is — as a result of that, the interest rate implied there that 
Boeing is receiving is actually quite comparable to what is avail- 
able on the public market. 

However, there are many circumstances around the world that 
we continue to see where foreign airlines insist that official export 
credit agency support be part of any deal. They are in a position 
to demand it, and the competition is certainly prepared to show up 
with that support. 

So, in a sense, this is a criticism in the past that was addressed. 

Senator Rounds. OK. Let me just move on to just two other 
thoughts here. 

We have just heard — and I want to just verify this one more 
time — that there are, right now, areas in which commercial banks 
are simply not able to utilize these exported products as collateral 
for loans. Could you get into that just a little bit for me, please? 

Anyone of you is welcome to, I think. 

Ms. Dempsey. So, you know, private lenders, private commercial 
lenders are prohibited from accepting export receivables as collat- 
eral. 

Senator Rounds. Under existing U.S. 

Ms. Dempsey. Commercial. Financial. You know, the rules and 
regulations set by this Committee and beyond. 

This restriction limits credit options, creates a market failure, es- 
pecially for small businesses that do not have other collateral that 
they can use to guarantee that loan, and this is where Eximbank 
steps in with what is called its working capital loan. 
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Senator Rounds. OK. So then the last item is the discussion here 
about Eximbank and its operational capabilities and whether or 
not there ought to be additional items put on it. 

I am of the opinion, starting out looking at this, that if you sim- 
ply tell them they have got to increase the percentage, what you 
end up doing is either decreasing the total amount that they can 
lend in order to comply with a particular arbitrary number or there 
is a way around it by simply have more of the final product broken 
out into smaller businesses coming through. There are ways 
around it when they want to. 

Are there issues within Eximbank that have to be looked at in 
terms of reforms that should be made to make it work better than 
it does today? 

Ms. Dempsey. So I will say there are two bills that have been 
introduced in the Senate by Members of this Committee that have 
a number of reform provisions as part of that. Our organization 
supports moving forward on both or either of these bills. We want 
to see a long-term Eximbank. 

There are certainly areas where Eximbank’s services and oper- 
ations can be improved, and there is a lot of 

Senator Rounds. What you are telling me is that none of you can 
look at it and say right now that there is a specific issue 

Ms. Dempsey. No. 

Senator Rounds. which stands out that needs to be fixed at 

this time. 

Ms. Dempsey. Not on that level. Not on the small business level. 

I think the small business level is more a function of our econ- 
omy and how companies operate. And they do not look abroad as 
much as they should. There are ways we can work on that, but I 
agree with you that just mandating a new cap for small business 
is not necessarily going to achieve that. 

Chairman Shelby. I think the doctor wants to comment on that. 

Ms. DE Rugy. I think it is important to point out that the under- 
lying assumption of this conversation is that without the export 
subsidies the sale would not happen. 

Well, let’s look at Boeing. Again, Boeing is a primary beneficiary, 
domestic beneficiary. There is a subsidy for the foreign companies 
abroad buying Boeing airplanes because they get really a pref- 
erential treatment with lower rates and better terms. That is 
where we call it a subsidy. 

I mean, there is an advantage. 

And I like Senator Donnelly’s Bizarre superhero because, I mean, 
there was a time where the Democrats were actually very con- 
cerned about the Export-Import Bank not too long ago, in 2002, be- 
cause of U.S. workers and because we were giving such an advan- 
tage to foreign companies who then compete. 

But if this assumption that without Eximbank, right, planes 
would not be sold, then you would not actually see that 98 percent 
of Boeing planes are sold without a subsidy; you would not see that 
Air Emirates actually makes a decision to buy Airbus planes with- 
out any export subsidies. 

I mean, the fact that companies demand it and like it, I mean, 
it is totally understandable. Wouldn’t you want a cheap loan that 
reduced your financing costs? Of course, you would. Right? 
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But making it sound as if you take it away the business would 
disappear and everyone would be hurt — there is no doubt that it 
is possible that Boeing would sell fewer planes, but that the world 
would collapse or the sky would fall is just a wrong assumption. 

Senator Rounds. Thank you. 

Chairman Shelby. Senator Heitkamp. 

Senator Heitkamp. Thank you, Mr. Chairman. 

Just a couple points because I think it is important that we kind 
of understand the reforms that are in the provisions that are in the 
Kirk-Heitkamp bill, but I do want to make the point following up 
on Senator Rounds’ point. 

It is always a little difficult for me when somebody comes with 
the argument, look how insignificant it is in the real world, 2 per- 
cent, and then says, but it is catastrophic to the free enterprise sys- 
tem. You know, those are just two really inconsistent notions and 
not particularly persuasive. 

I want to run through some of the concerns that Senator Warren 
expressed. 

The Kirk-Heitkamp bill actually does raise the target for small 
business from 20 percent to 25 percent and requires reporting. And 
we say target, and we understand that the more we can tell poten- 
tial manufacturers and potential exporters about the resource so 
that they can, in fact, increase their exports. 

And there are thousands of stories about the pickle lady who 
doubled her order of pickles because she all of a sudden found out 
that she could finance it through the Eximbank. And so we have 
got some great small business stories. I think we can build on those 
if we really make a concerted effort. 

And, I look forward to hearing from Mr. Hochberg. 

But as we look at kind of taxpayer protection and making sure, 
as Senator Corker talked about, eliminating or at least reducing 
the amount of exposure, there are a number of provisions in the 
Kirk-Heitkamp bill that basically allow for some restrictions, some 
backstops, and the one I am particularly interested in, which is a 
pilot program for reinsurance so that in fact the taxpayers are not 
backstopping at all, that we are actually looking in the private 
market for reinsurance. 

So I guess my question is to Ms. Dempsey and Mr. Murphy. At 
this point, you have been fairly supportive of the Kirk-Heitkamp 
bill. Can you reinforce that today, that we are looking at a reform 
package? 

It may not be things that you agree with, but you understand ev- 
erything is a compromise and that you are in fact supporting these 
compromises. 

Ms. Dempsey. The NAM strongly supports moving forward with 
the long-term Export-Import reauthorization, and the bill that you 
and Senator Kirk have introduced is going to do that, is going to 
keep the Eximbank functioning at an important level that is going 
to grow manufacturing in the United States. 

Senator Heitkamp. Mr. Murphy. 

Mr. Murphy. Similarly here, we have been pleased to express 
our support for the bill. There are a number of common-sense re- 
forms included in it, relating to closer audit scrutiny and stronger 
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supervision, a stronger board, that we think make a lot of sense 
going forward. 

My comment earlier to Senator Warren, which was perhaps not 
captured fully, was I simply do not have on behalf of the Chamber’s 
membership a compilation of pleas for support from small business 
to the Eximbank that have gone unanswered. My point is simply 
that the Eximbank has actually done a pretty good job in terms of 
outreach there and receiving those. 

But, by all means, we appreciate the bill’s contribution to moving 
forward, including in its outreach to small business. 

Senator Heitkamp. And we can continue and build on that out- 
reach, and I think we will meet these targets if we make a con- 
certed effort, whether it is the manufacturers or the chambers, if 
we are able to get reauthorization. 

I just want to reiterate a point. You know, nothing like repetition 
in terms of communication. We are on track right now to allowing 
the charter of the Eximbank to expire and the disruption that we 
have, whether that is a short-term or long-term. 

There are obviously people here in the Congress who want to put 
a stake through the heart of the Eximbank. 

And I understand the other panelists. You know, the sky is not — 
you know, that the sky will not fall tomorrow if that happens. 

But there is $18 billion of potential export investment that will 
go unanswered if we allow this to continue. 

And so I just want to put in a plug for getting something done 
in June, getting something done long-term. We will live to fight 
this. Let’s go with these reforms. See if they address some of the 
concerns. 

And I just want to reiterate my support for my bill. Surprise, 
surprise. 

Chairman Shelby. Thank you. Senator. 

Because a lot of people do not believe. Senator, with all due re- 
spect, that the Kirk-Heitkamp is a real reform bill. And it does not 
even have a sunset in it either, among other things, but that is nei- 
ther here nor there. 

We have a hearing on this on Thursday. We will have the head 
of the Bank to testify, and I am sure there will be a lot of interest 
in this. 

I ask unanimous consent at this point to put four articles in the 
record. One is a Washington Post article that is called “A Bank 
with Congress in Its Pocket;” two, the Wall Street Journal, “The 
Bank to Nowhere;” three, the Wall Street Journal article, “The Pe- 
culiar Uses of a Taxpayer Bank;” and four. Roll Call, “What Hap- 
pens if the Export-Import Bank Expires?” 

Without objection, so ordered. 

I thank all of you for your testimony here today and your pa- 
tience in the interruption because of votes. 

This Committee is adjourned. 

[Whereupon, at 12:11 p.m., the hearing was adjourned.] 

[Prepared statements, responses to written questions, and addi- 
tional material supplied for the record follow:] 
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PREPARED STATEMENT OF VERONIQUE DE RUGY 

Senior Research Fellow, Mercatus Center, George Mason University 

June 2, 2015 

Good morning Chairman Shelby, Ranking Member Brown, and Members of the 
Committee. Thank you for the opportunity to testify today on the important topic 
of the Export-Import Bank of the United States. 

My name is Veronique de Rugy, and I am a senior research fellow at the Mercatus 
Center at George Mason University, where I study the U.S. economy, the Federal 
budget, homeland security, taxation, teix competition, and financial privacy. 

We don’t agree on much in Washington. In view of the all of the economic and 
social problems facing our Nation, we should agree that the Federal Government 
ought not direct our limited public resources to subsidies that benefit successful po- 
litically connected corporations at the expense of thousands of companies and mil- 
lions of American workers who compete in the global marketplace without Govern- 
ment favors. This is why Congress should not reauthorize the Ex-Im Bank. 

The policy debate surrounding the Ex-Im Bank has focused on maintaining the 
privileges long enjoyed by Boeing and a few other similar large corporations. It is 
vitally important, however, to recognize the many unseen costs of political privilege, 
whether it takes the form of market distortions, resource misallocation, destroyed 
potential, higher prices, or the competitive disadvantages imposed upon Main Street 
businesses that lack connections in Washington or access to press offices and lobby- 
ists. These Main Street businesses matter, too. 

Contrary to what you will hear from its supporters and beneficiaries, the Ex-Im 
Bank plays a marginal role in export financing — backing a mere 2 percent of U.S. 
exports each year. The vast majority of exporters secure financing from a wide vari- 
ety of private banks and other financial institutions without Government inter- 
ference or assistance. With U.S. exports hitting record high levels, it is obvious that 
such financing is abundant and Government assistance is superfluous. 

Furthermore, letting the Ex-Im Bank’s charter expire won’t disturb existing deals. 
Failure to reauthorize will prevent the Ex-Im Bank from extending new loans, 
which would be a win for teixpayers who are ultimately on the hook for a total of 
$140 billion if bank reserves fail to cover defaults. 

In this testimony, I would like to address the following points: 

1. The Ex-Im Bank distorts the market by creating privilege, undermining the le- 
gitimacy of both Government and the market. 

2. The Ex-Im Bank fails on its own grounds. 

3. The Ex-Im Bank suffers from massive transparency issues. 

1. The Ex-Im Bank: The Poster Child of Government-Created Privilege 

There is abundant research about the negative effects of cron 3 dsm. For example, 
in a book called The Pathology of Privilege: The Economic Consequences of Govern- 
ment Favoritism, my colleague Matt Mitchell explained that “Whatever its guise. 
Government-granted privilege [to private businesses] is an extraordinarily destruc- 
tive force. It misdirects resources, impedes genuine economic progress, breeds cor- 
ruption, and undermines the legitimacy of both the Government and the private sec- 
tor.” 1 

The Ex-Im Bank is one of those destructive Government-granted privileges. This 
shows up in two forms, one strikingly visible, and the other invisible. Among the 
top 10 domestic beneficiaries of the Ex-Im Bank is Boeing. At a 40 percent share 
of total Ex-Im Bank loan authorizations in 2014, Boeing dwarfs the 25 percent com- 
bined share of all small businesses. What we do not see are the higher costs borne 
by American exporters, due to the Ex-Im Bank being one of those destructive Gov- 
ernment-granted privileges. 

A. Government Privilege and “Boeing’s Bank” 

A look at the top 10 domestic beneficiaries for all Ex-Im Bank transactions be- 
tween 2007 and 2014 shows that the Ex-Im Bank lives up to its nickname of 
“Boeing’s Bank”. The aviation giant, which has a market capitalization of $100 bil- 
lion, is by far the biggest beneficiary of the Ex-Im Bank’s largesse, which provides 
$66.7 billion in subsidized financing to foreign purchasers of Boeing planes. General 
Electric, a company with a market cap of $279 billion, also ranks among the biggest 
beneficiaries, with $8.3 billion in export assistance. The $2.2 billion in Ex-Im Bank 


I Matthew Mitchell, “The Pathology of Privilege: The Economic Consequences of Government 
Favoritism”, Arlington, VA: Mercatus Center at George Mason University, 2014, 1—2, http: I ! 
mercatus.org I publication I pathology-privilege-economic-consequences-government-favoritism. 
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financing that benefits Caterpillar, a company with a market cap of $54 billion, is 
boosted by the $2.7 billion loan guarantee to its subsidiary. Solar Turbine Inc. (also 
on the Top 10 list). 


BOEING’S SHARE OF EX-IM ASSISTANCE 

COMPANY PROFILE. FY 2014 




LONG-TERM GUARANTEES AUTHORIZATIONS BOEING VS SMALL BUSINESS 

(AS A SHARE OF AUTHORIZATIONS) 


H MERCATUS CENTER 
George Mason University 
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B. Big Buyers Go With Big Exporters 

On the foreign side, things aren’t much different — the subsidized financing largely 
benefits very large companies that either collect massive subsidies as State-con- 
trolled entities or could easily access private financing. The following table shows 
the top 10 foreign buyers, based on the total amount of financing authorized from 
FY2007 through IiT2013. 
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Top Ten Primary Buyers of US Exports 
Subsidized by the Ex-lm Bank, 2007-2013 


1 

Pemex-Exploracion y Produccion 

$7,206,653,106 

Mexico 

Oil & Gas 

2 

Ryanair Ltd 

$4,142,677,182 

Ireland 

Aviation 

3 

Emirates Airline 

$3,392,703,744 

United Arab Emirates 

Aviation 

4 

Refinenaae Cartagena SA 

$3.215335,836 

Colombia 

Oil & Gas 

5 

Esso Highlands Limited-Png Lng Proiect 

$3,000,000,000 

Paoua New Guinea 

Oil 8 Gas 

6 

Cathay Pacific Airways Ltd 

$2,952,460,537 

Hong Kong 

Aviation 

7 

Australia Paafic Lng Csg Processing Pty Ltd 

$2,865,507,940 

Australia 

Gas 8 Bectric Utilities 

8 

Tutli Hava Yollari A 0 (Turkish Airlines) 

$2.538244.371 

lurkey 

Aviation 

9 

Reliance industries Ltd 

>2.400.000.000 

India 

Oil&GdS 

10 National Aviation ComDany of India 

$2,375,441278 

India 

Aviation 


MERCATUS CENTER Sovce; U$ Export -Import Bank. httpry/exirAdKertsorMcom. aaes»d Marcti 1) 20fS 

lUK George Mason University PrM>ueedl!yVHOT(W(leRjg».M«atusCrterMGe»geH«onU(»vefSi(y, 


The number one buyer was the Mexican State-owned petroleum company, Pemex, 
which has a market cap of $416 billion but has somehow needed more than $7 bil- 
lion in U.S. taxpayer-backed financing to facilitate deals with American exporters 
in recent years. Pemex, in fact, received some 30 percent of the more than $23 bil- 
lion of Ex-Im Bank financing that flowed to foreign buyers in the oil and gas sector 
between 2007 and 2013. Overall, 21 percent of Ex-Im Bank financing went to this 
sector, a policy that seems at odds with the current Administration’s less than fa- 
vorable view of fossil fuels. In fact, the financing to foreign oil and gas firms exacer- 
bates the regulatory burdens imposed by the Obama administration, which favors 
Ex-Im Bank reauthorization, on the domestic oil and gas industry. ^ 

Other top buyers include foreign companies such as Emirates airline, which has 
benefited from $3.4 billion in U.S. -backed financing and proudly boasts on its Web 
site that it has “recorded an annual profit in every year since its third in oper- 
ation.” ^ Other foreign airlines also get cheap loans from the Ex-Im Bank, prompting 
charges of unfair competition. According to the lawsuit filed by Delta Airlines, along 
with the Airline Pilots Association, the unfair competition granted to Air India alone 
has resulted in the loss of some 7,500 U.S. airline jobs. 

These subsidies have prompted several American carriers and their employee 
unions to demand a rescission of the open-skies agreements® with several airlines 
charging that the subsidies constitute unfair competition, including interest-free 


^Veronique de Rugy and Diane Katz, “The Export-Import Bank’s Top Foreign Buyers”, 
Mercatus Research, Mercatus Center at George Mason University, Arhngton, VA, April 2015, 
http: 1 1 mercatus.org / publication / export-import-bank-s-top-foreign-buyers. 

3“The Emirates Story”, Emirates, http:/ 1 www.emirates.com I english! about/ 

the emirates story. aspx. 

4 “Examining Reauthorization of the Export-Import Bank: Corporate Necessity or Corporate 
Welfare?” Hearing before the House Financial Services Committee (June 25, 2014) (testimony 
of Richard H. Anderson, Chief Executive Officer, Delta Air Lines), http:/ /ftnancial-serv- 
ices.house.gov / calendar / eventsingle.aspx?EventID=385048. 

®The open-skies agreements promote “increased travel and trade” and enhanced productivity 
by “eliminating Government interference in the commercial decisions of air carriers about 
routes, capacity, and pricing, freeing carriers to provide more affordable, convenient, and effi- 
cient air service for consumers.” See U.S. Department of State, Open Skies Agreements, http:/ / 
www.state.gov / e / eb / tra / ata / . 


40 


loans, discounted airport charges, Government protection on fuel losses, and below- 
market labor costs. ® 

The subsidies are largely captured by large producers, domestic and foreign, and 
the subsidies result in a policy mix that is contradictory in the goals it seeks to 
achieve. But there is more to the story. 

C. The Unseen and the Unconnected Victims 

It is difficult, but extremely important, that ■we consider the unseen costs of polit- 
ical privilege. Ex-Im Bank supporters tout subsidized firms’ successes, but they do 
not consider the unseen costs imposed on the other 98 percent of unsubsidized ex- 
ports. 

In these cases, it is firms’ own Government — not a foreign Government — that puts 
them at a competitive disadvantage. That is, foreign firms are receiving subsidized 
financing, which lowers their cost of business. But their American counterparts are 
paying market rates for financing, which means their cost of business is higher. The 
Ex-Im Bank also gives lenders an incentive to shift resources away from unsub- 
sidized projects and towards subsidized ones — regardless of the merits of each 
project. 

These capital market distortions have ripple effects. Subsidized projects attract 
more private capital while other worthy projects are overlooked. The subsidized get 
richer while the unsubsidized get poorer — or go out of business. 

Unfortunately, we will never see the businesses that could have been. Perhaps 
they would have been better, more efficient, or more responsible than politically con- 
nected firms. But we will never know as long as the Ex-Im Bank exists and con- 
tinues to distort the market through privilege. 

Visible and invisible, this is how the Ex-Im Bank has come to exemplify “the ex- 
traordinarily destructive force” of Government-granted privilege, in the words of my 
colleague Matt Mitchell. 

2. The Ex-Im Bank: Not What It Is Made Out To Be 

Some say that there are good reasons to continue the Ex-Im Bank’s subsidies and 
Government privilege. They say that the Ex-Im Bank promotes U.S. exports and 
supports small businesses while leveling the playing field and filling an important 
“financing gap.” They also claim that jobs would instantly disappear absent the Ex- 
Im Bank. But none of these arguments withstand scrutiny. 

A. The Ex-Im Bank Can’t Affect the Trade Balance Overall 

Economists tend to be extremely suspicious of export-subsidy schemes like those 
provided by the Ex-Im Bank and their ability to meaningfully boost exports. Sallie 
James, trade policy analyst at the Cato Institute, notes, “Export promotion pro- 
grams for certain goods — marketing programs for certain commodities, say — may 
have beneficial effects for that industry but cannot affect the trade balance over- 
all.”^ The Government Accountability Office (GAO) stated, “Export promotion pro- 
grams cannot produce a substantial change in the U.S. trade balance, because a 
country’s trade balance is largely determined by the underlying competitiveness of 
U.S. industry and by the macroeconomic policies of the United States and its trad- 
ing partners.”® 

The data confirms this point: the Ex-Im Bank backs less than 2 percent of U.S. 
exports each year. Considering who a vast majority of the buyers and sellers are, 
it is unreasonable to assume that these exports will disappear if the Ex-Im Bank 
vanishes. 

Also, while there is no doubt that the selected exporters benefiting from the sub- 
sidies enjoy them, the impact on the overall economy should not be overlooked. A 
review of the academic literature on the topic suggests that in most cases export 
subsidies reduce the total income of the country paying the subsidies. In other 
words, the GDP of the country issuing the subsidies is very likely to be negatively 
affected. In all cases, export subsidies reduce worldwide income by increasing the 


6 “Emirates, Qatar Airlines and Etihad Airways in Violation of U.S. Agreement?” ETurho 
News, March 7, 2015, http: I twww.eturbonews.com 156263 1 emirates-qatar-airlines-and-etihad- 
airways-violation-us-agreement. 

'^Sallie James, “Time to X Out the Ex-Im Bank”, Trade Policy Analysis No. 47, Cato Institute, 
Washington, DC, July 6, 2011, http: 1 1 www.cato.org j publications! trade-policy-analysis ttime-x- 
out-exim-bank. 

®Allan I. Mendelowitz, “Export Promotion: Federal Programs Lack Organizational and Fund- 
ing Cohesiveness”, GAO/NSIAD-92-49, Washington, DC: Government Accountability Office, Jan- 
uary 1992, http: 1 1 www.gao.gov I assets 1 220 1215530.pdf. 
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wealth of those, and only those, who are subsidized — at the expense of other export- 
ers and taxpayers. ® 

Reforming the broader macroeconomic policies that are more likely to harm the 
U.S. trade position, such as the corporate income tax system, will help U.S. exports 
far more than anything the Ex-Im Bank could do. 

B. Jobs Will Not Vanish If the Ex-Im Bank Charter Expires 

The Ex-Im Bank takes credit for supporting 164,000 jobs in 2014, but this number 
should be viewed with skepticism. In addition, economists have shown that in 
most cases schemes like the Ex-Im Bank redistribute jobs from nonsubsidized indus- 
tries to subsidized ones. 

Many in Congress, however, are still worried that letting the Ex-Im Bank charter 
expire will have an immediate impact on existing jobs supported by the Ex-Im 
Bank. They shouldn’t worry because even if the Ex-Im Bank is not reauthorized, 
it will have to honor the loans it already extended to companies. An orderly wind 
down means that the Ex-Im Bank won’t be able to extend new loans. 

The biggest beneficiaries of the Ex-Im Bank know that their employees and their 
suppliers are perfectly safe in the event the charter is not reauthorized. That’s be- 
cause Boeing, Caterpillar, General Electric, and the like all have billions of dollars 
of backorders that will keep their workers busy for years to come. 

Diane Katz and I have released new research that shows the companies’ backlogs 
as reported in their latest annual reports. Boeing Co. posted a “record” backlog 
of $441 billion (in 2013); General Electric Co. recorded a backlog of $261 billion (in 
2014); Caterpillar Inc.’s backlog is $16.5 million (in the first quarter of 2015); and 
Bechtel Corp. posted a “strong” backlog of $70.5 billion (in 2014). 


^ Salim Furth, “The Export Import Bank: What the Scholarship Says”, Backgrounder No. 
2934, Heritage Foundation, Washington, DC, August 7, 2014, http:! / www.heritage.org j re- 
search / reports ! 2014 ! 08 / the-export-import-bank-what-the-scholarship-says. 

^‘^Veronique de Rugy, “The Right Way To Help Exporters: Kill Ex-Im, Reform the Corporate 
Income Tax”, The Corner, National Review Online, April 30, 2014, http:j / 

www.nationalreview.com t corner 1 376826 ! right-way-help-exporters-kill-ex-im-reform-corporate-in- 
come-tax-veronique-de-rugy. 

^^Ike Brannon and Elizabeth Lowell, “Export-Import Bank: Obstacles and Options for Re- 
form”, Research, American Action Forum, Washington, DC, May 16, 2011, http:! / 
americanactionforum.org I research I export-import-hank-obstacles-and-options-for-reform. 

These increased costs and decreased profits manifest themselves through different chan- 
nels: First, nonprivileged exporters lose when their competitors get help, and so do non- 
exporters. Second, anyone who competes with the privileged foreign buyers loses market share. 
Third, consumers trying to buy the good whose demand is artificially high must pay a higher 
price. Finally, anyone trying to obtain capital loses since the Ex-Im Bank subsidy raises the cost 
of capital for nonsubsidized firms, and lenders are likely to prioritize demand for capital from 
borrowers with a Government guarantee, independently of the merits of their projects. When 
the higher interest rates paid by the nonsubsidized firms are factored in, the net impact of the 
Ex-Im Bank is probably a net loss in terms of jobs and growth. 

i^Veronique de Rugy and Diane Katz, “Export Jobs Won’t Disappear Absent Ex-Im Bank”, 
Mercatus Center at George Mason University, May 21, 2015, http: ! I mercatus.org ! publication ! 
export-jobs-won-t-disappear-absent-ex-im-bank. 
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Top Ex-lm Beneficiaries’ Backlogs in Perspective 
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This means that absent subsidies from the Ex-Im Bank, these corporations have 
production backlogs that will take years to fulfill — some with Ex-Im Bank financing 
in place and others without. Shutting down the Ex-Im Bank will not result in job 
losses — except, perhaps, among the ranks of lobbyists who are trying to scare mem- 
bers of Congress into maintaining this fount of corporate welfare. 

C. The Ex-Im Bank Does Not Mostly Support Small Businesses 

In recent years, the Ex-Im Bank has tried to recast its role away from export sub- 
sidies towards other priorities. For instance, Ex-Im Bank defenders argue that 90 
percent of its deals benefit small firms. Of course, this shouldn’t be a reason for re- 
newing the Ex-Im Bank’s charter, since its main function (export subsidies) is harm- 
ful to the U.S. economy. 

In addition, the Ex-Im Bank’s small business claim is dubious. By dollar value, 
in 2014, some 25 percent of the Ex-Im Bank’s activities benefited small businesses 
(defined as a company with 1,500 employees or less than $21 million in annual reve- 
nues). 

Also, even using the Ex-Im Bank’s definition, the vast majority of U.S. small busi- 
nesses — over 99.9 percent — receive no benefits from the Ex-Im Bank and are placed 
at a competitive disadvantage against large, subsidized competitors. 

Finally, it is worth noting that the Ex-Im Bank has been caught mislabeling its 
data to make it look as if more lending has gone to benefit small businesses, and 
it has been touting small business successes of companies that were large or al- 
ready successful before any involvement with the Ex-Im Bank, 


Howard Schneider and Krista Hughes, “U.S. Ex-Im Acknowledges Errors in Politically Sen- 
sitive Small Biz Data”, Reuters, November 14, 2014, http:! t www.reuters.coml article! 2014 j 11 j 
14/us-usa-trade-exim-idUSKCN0rYllY20141114. 

Diane Katz, “Ex-Im Misrepresents Subsidies to Prominent Billionaire”, Daily Signal, May 
1, 2015, http:! i dailysignal.com ! 2015 i 05 i 01 lex-im-misrepresents-subsidies-to-prominent-billion- 
airej . 

Diane Katz, “The Real Story Behind the Small Business the Export-Import Bank Claims 
It Built”, Daily Signal, June 4, 2014, http: ! j dailysignal.com 12014 j 06! 04 i real-story-behind- 
small-business-ex-im-claims-builtl. 
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D. The Ex-Im Bank Is Not Really Leveling the Playing Field for U.S. Exporters or 
Filling a Financing Gap 

A common argument about the Ex-Im Bank is that without the export subsidies, 
foreign companies would not purchase U.S. goods and would instead buy goods from 
companies whose countries offer such subsidies. For instance, without Ex-Im Bank, 
Emirates airline wouldn’t buy any Boeing planes but would instead buy Airbus 
planes to benefit from European subsidies. Defenders of the Ex-Im Bank also claim 
that private lenders are unwilling to risk lending to foreign companies. In our exam- 
ple, it implies that lenders would only extend loans to Emirates to buy a plane if 
the U.S. Government or one of the three EU Governments offering export credits 
hacks the deal. 

This fear is reflected in the Ex-Im Bank charter. It spells out three criteria for 
Ex-Im Bank financing: (1) “to assume political or commercial risk that exporter and/ 
or financial institutions are unwilling or unahle to undertake”; (2) “to overcome ma- 
turity or other limitations in private-sector export financing”; or (3) “to meet com- 
petition from a foreign, officially sponsored export-credit agency.” 

However, the data demonstrate that there is a gap between what the Ex-Im Bank 
claims it should he doing and what it actually does. As a condition of its most recent 
reauthorization in 2012, Congress required the Ex-Im Bank to designate the pur- 
pose served for certain financing deals. While the hank still does not provide jus- 
tifications for all transactions in its portfolio, its current charter compels it to pro- 
vide at least some explanation hy category for all loans and long-term loan guaran- 
tees in its annual report. 

The data show that less than one-third of the estimated export value of the Ex- 
Im Bank’s portfolio is intended to counteract competitive disadvantages created by 
foreign Governments’ own export subsidies. Moreover, more than 98 percent of U.S. 
exports occur without Government financing through the Ex-Im Bank, dem- 
onstrating that the Ex-Im Bank is not critical for helping U.S. exports thrive glob- 
ally. 


Export-Import Bank Portfolio Broken Down by Stated Goal 



“To meet competition Irom a foragn, 
officially sponsofed export aedii 
agency 

■ lo overcome maturity or other 
limitations in pr ivate-seaor export 
financing 

■ To assume political or commercial risk 
that exporter or financial institutions are 
unwilling or unable to undertake 


SrxKce /tmuar Sepoft Export lraport Bank ct the Unxed Stales, accessed May 30. 20U 

Produced by Veronque de Rugy arxl Rirqi Racbmal. Mcrcaius Center at George Mason Unversily. 

As for the claim that the Ex-Im Bank fills an important “financing gap” by sup- 
porting U.S. exports, it is not supported by data. The Ex-Im Bank designates only 


^'^Export-Import Bank Reauthorization Act of 2012, Pub. L. No. 112—122, 108 Stat. 4376. 
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16.4 percent of its financing as necessary to address a lack of private capital. That 
means that most of what the Ex-Im Bank does has nothing to do with “filling a fi- 
nancing gap.” 

What about the claim that foreign carriers will not purchase Boeing planes with- 
out subsidized financing from the United States and would instead buy Airbus 
planes with export credits from foreign Governments? 

The reality is that there is no shortage of private capital to finance aircraft pur- 
chases, and airlines would continue to purchase Boeing products in the absence of 
Ex-Im Bank subsidies. In my recent paper with Diane Katz, we look at the example 
of Emirates airline. The UAE State-owned company is the second biggest recipient 
of Ex-Im Bank financing. We write: 

In June 2012, Emirates bought two Boeing 777s using Ex-Im Bank financ- 
ing, and four Airbus A380s using private financing. Obviously, the State- 
controlled airline could afford to buy planes without subsidies, and sub- 
sidies are not the only factor in the carrier’s choice of aircraft. 

This is consistent with the results of a study by the GAO that found 85 percent 
of Boeing and Airbus large-aircraft deliveries were not subsidized by export-credit 
agencies. 

3. The Ex-Im Bank Is Suffering From Massive Transparency Issues 

Scholars have been critiquing the poor quality of the Ex-Im Bank data for years. 
A 2014 report by the American Action Forum notes: “There continues to be areas 
needing additional transparency. For instance, publicly available data on program 
authorizations can often be incomplete and inadequate.” 

My own research has documented in detail that the dataset stored at Data.gov, 
a Federal Web site launched in 2009, was spotty and incomplete — the GAO and the 
Ex-Im Bank’s own inspector general have repeatedly found that the agency’s record- 
keeping is subpar and needs improvement. The dataset available at Data.gov is 
missing a great deal of information, and it is common to find beneficiaries marked 
as “unknown” or “various U.S. companies”. It is also common to find the names of 
companies misspelled or identified differently on different forms, which makes work- 
ing with the numbers even harder. 

Let me illustrate how that should present a major problem for Congress. The Ex- 
Im Bank isn’t allowed to lend money to customers in certain countries, such as 
North Korea, Libya, and Iran. Russia was added to the list last year. But in order 
to know whether the Ex-Im Bank is actually compl3ring with these restrictions and 
limitations, we need to be able to check its data. Unfortunately, as I have mentioned 
before, the Ex-Im Bank’s data, when available, are a mess. So much of the data are 
labeled “unknown” and “various countries” that it is hard for Congress to utilize the 
Ex-Im Bank’s data for proper oversight. 

The following chart displays the top foreign buyers of exports financed by the Ex- 
Im Bank from 2007 to 2013. (We had to use the old dataset that used to be on 
Data.gov but was one day mysteriously removed and later replaced with an 
abridged dataset that did not list critical fields such as “Primary Buyer.”) This chart 
shows the total dollar amount of deals financed by the Ex-Im Bank in which the 
Primary Buyer is marked as “unknown” or “various” in data made available to the 
public — 33 percent of buyers by dollar value are not named. 


^^Veronique de Rugy and Rizqi Razmat, “Export-Import Bank Portfolio Broken Down by Stat- 
ed Goal”, Mercatus Center at George Mason University, http: 1 1 mercatus.org ! sites I default ! 
files ! Cl -Prop-Export- Val ue-large.jpeg. 

De Rugy and Katz, “The Export-Import Bank’s Top Foreign Buyers”. 

99 “Examining Reauthorization of the Export-Import Bank: Corporate Necessity or Corporate 
Welfare?” Hearing before the House Financial Services Committee (June 25, 2014) (testimony 
of Richard H. Anderson, Chief Executive Officer, Delta Air Lines) http:!! 
financialservices. house.gov ! calendar j eventsingle. aspx ?EventID=385048. 

91 Government Accountability Office, “Export-Import Bank: Information on Export Credit 
Agency Financing Support for Wide-Body Jets”, July 8, 2014, http: j lwww.gao.gov j assets ! 670 j 
664679.pdf 

99 Andy Winkler, Douglas Holtz-Eakin, “Reauthorizing the Export- Import Bank: A Policy 
Evaluation”, Research, American Action Forum, Washington, DC, May 20, 2014, http:j / 
americanactionforum.org I research I reauthorizing-the-export-import-hank-a-policy-evaluation. 



45 


Ex-lm Bank Funding to Primary Buyers: 
Named vs. Unnamed, 2007-2013 



Primary buyer named Listed as various/unknown 


Source hrtpl//exinMlc*fwOf«l.com. 

Prcxiuceci by Veron«u« de Rugy end Rizq< R^dvrut. Herceius Center at Georoe Me&cn Urmersity, Mercn SI. 20IS, 


How do we know that some Ex-Im Bank loans didn’t go to companies in restricted 
countries if we don’t know which companies are getting loans? In some cases, the 
dataset shows the name of a country associated with the unknown deal. But how 
can we he sure that it is actually accurate without the name of the company? 

I would like to trust the Ex-Im Bank, hut it is hard to in light of how it has inten- 
tionally mislabeled its data to make it look as if more lending was going to benefit 
small businesses than actually was; how it has employees being investigated for tak- 
ing bribes in exchange for loans; and how it indulged in collusion with top corporate 
executives at Boeing by asking for input on bank policies that could benefit their 
firm. Even without the Ex-Im Bank’s past missteps, it’s hard to see why we 
should trust it when it does not even release accurate data. 

Conclusion 

Beyond its operational lapses and its economic inefficiency, the problem with the 
Ex-Im Bank is that the many groups who its activities affect are people who don’t 
have connections, lobbyists, and press offices in Washington. These unseen victims 
matter, too. 


Brody Mullins, “Boeing Helped Craft Own Loan Rule”, Wall Street Journal, March 12, 
2015, http:! / wiow.wsj.com / articles ! hoeing-helped-craft-own-loan-rule-1426203934. 
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Ex-lm Bank advocates emphasize its importance to small businesses and eco- 
nomic grovvth. A new analysis of government data reveals tliat Ex-Im Bank's 
top 10 overseas buyers are large corporations that primarily purchase expons 
from multinational conglomerates. Ex-Im Bank’s small business narrative is 
challenged by the fact that the buyers receiving the most subsidies are— like 
the exponers— major corporations. If lawmakers truly want to nurture small 
businesses and economic growth, they should end the Ex-Im Bank favoritism 
that undermines domestic companies and focus instead on reducing the tax 
and regulatory barriers that choke investment, innovation, and job creation. 
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I n lobbying for reauthorization of the Export-Import Bank of the 
United States (Ex-Im Bank), advocates emphasize its importance to 
small businesses and economic growth. As they tell it, taxpayer subsi- 
dies to foreign firms for the purchase of American exports grow Main 
Street businesses and create jobs. But the reality is quite different. A new 
analysis of government data reveals that Ex-Im Bank's top 10 overseas buy- 
ers' are large corporations that primarily purchase exports from multinational 
conglomerates. Furthermore, the subsidies lavi.shed on these foreign firms 
actually undercut American companies and workers that must compete with- 
out such government assistance. 

The numerous problems with Ex-Im Bank have been analyzed in a sig- 
nificant body of research.^ For instance, previous research has documented 
that Ex-Im Bank financing principally benefits very large exporters.’ This new 
analysis reveals that the primar)' beneficiaries on the buyer side of the transac- 
tions are also very large firms. Among the top 10 buyers, 5 are state-controlled 
and rake in millions of dollars fi-om their own governments in addition to 
Ex-Im Bank subsidies. These multiple-subsidy streams ofeet operating costs, 
and provide a significant competitive advantage over unsubsidized US firms 
engaged in similar ventures. 


L DeRned as firms that received the largest amount of Ex-Im financing between 2007 and 2013. 

2. Diane Katz. “U.S. Export-Import Bank: Corporate Welfare on the Backs of Taxpayers" (Issue Brief 
No. 4198, Heritage Foundation, W'ashington, DC, April 11, 2014), http://thLmedia.s3.amazonaws. 
com/20I4/pdf/IB4198.pdf; Veronique de Rugy and Andrea Castillo. “The US Export-Import Bank; 

A Review of The Debate Over Reauthorization’’ (Mercatus Research, Mercatus Center at George 
Miison University, Arlington, VA, July 16, 2014), http://mercams.org/puhlication/u5-export-import- 
bank-review-debate-over-reauthorization: Sallie James, “Time to X Out The Ex-Im Bank" (Trade 
Policy Analysis No. 47, Cato Institute, Washington, DC, July 6, 2011), http;//www.cato.org/publica- 
tions/trade-policy-analysis/time-x-out-exim-bank. 

3. Katz. ''U.S. Export-Import Bank; Corporate Welfare," and Veronique de Rugy, “The Biggest 
Beneficiaries of the Ex-Im Bank” (Mercatus Research, Mercams Center at George Mason University, 
Arlington, VA, April 29, 2014), htlp;//mercams.org/publication/higgest-beneficiaries-ex-im-bank. 
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Hank 
subsidies arc a 
Form ofcoiporate 
welfare that is 
ncitlicr necessary 
nor appropriate." 


Five of the top 10 buyers are involved in the exploration, 
development, and production of oil or natural gas. These 
foreign concerns are collecting suksidies from American 
taxpayers at the same time that the Obama adminis- 
tration is restricting domestic oil and gas operations.* 
Consequently, the federal government doubly disadvan- 
tages US energy' firms-through Washington's excessive 
regulation and Ex-Im Bank subsidies granted to US firms’ 
foreign competitors. 

The other five top buyers are airlines that collectively 
have received more than S15 billion in Ex-Im Bank sub- 
sidies in the past seven years solely to purchase products 
from Boeing-the single largest US beneficiary of Ex-Im 
Bank financing.* The bank’s subsidization of foreign air- 
lines has tripled since 2008, significantly increasing com- 
petitive pressure on domestic carriers.* In reality, Ex-Im 
Bank subsidies are a form of corporate welfare that is nei- 
ther necessary nor appropriate.' If lawmakers truly want 
to nurture small businesses and economic growth, they 
should end the Ex-Im Bank favoritism that undermines 
domestic companies and focus instead on reducing the tax 
and regulatory barriers that choke investment innovation, 
and job creation.* 


4- Nicolu D. Loris, “Ending Ex-Im Would Remove Wasteful Energy 
Stdmdies" (Issue BriefNo. 4229. Heritage Foundation, Washington. DC, 
May 28, 2014), http;/Ahf-inedia.s3.amazoTuwsxoin/20}4/pdf/IB4229.pdf. 

5. Verooique de Rug)*. “Export-Import 1$ Still Boeing's Bonk" (Mercanu 
Research, Mercatus Center at George Mason University, Arlington, V A. 
March i, 2015). htTp://mercatU5.org/publicaiion/export-import-$till-boe- 
iog-s-bank. 

6. Richard B. Hirst, “Delta Air Lines Responds to Import-Export Bank 
Post’ Forbes, May 7. 2013, http://wwwiorbesxom/sites/danhig- 
iniin/2013/OSAiVdclta-ajr-lines-responds-to-impon'«xporT-b]mk*post/. 

7. Weeks before he was elected president then-Senator Obama character- 
ized £x-lm Bank as “linle more than a fund for corporate welfare." Zachary 
Goidfarb, "Candidate Obama, echmng tea party, called Ex-Im linle more 
than a fund for corporate welfare/” Wonkb/og; Washlngron Post, June 26. 
2014, bttp://www.washjngtonpost.com/biog8/wonkblog/wp/20t4/06/26/ 
candidate-obama-echoing'tea-party-caJled-eX'im-baok-Httlc-inore-than-a- 
fund-for-corporate-welfare/. 

8. For instance, the US has the hipest corporate income tax In the world. 
Veroniquede Rugy, “Corporate Income Tax Rates in the OECD,' Merarus 
Center at George Mason University, April 1, 2014. htip;//merct(us.urg/pub- 
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The Export-Import Bank was incorporated in 1934 by President Franklin D. 
Roosevelt to finance trade with the Soviet Unioa Congress later constituted the 
bank as an independent agency under the Export-Import Bank Act of 1945. The 
most recent authorization of the Ex-lra Bank was set to expire on September 
30, 2014, but lawmakers extended the charter until June 30. 2015.* 

The bank provides loans and loan guarantees as well as capital and credit 
insurance to "facilitate” US exports. The financing is backed by the “full faith 
and credit” of the US government, which means taxpayers are on the hook for 
losses that bank reserves fail to cover. Ex-Im Bank's current exposure exceeds 
$140 billion. 

President Roosevelt’s executive order authorizing the bank called for 
"remov[ing] obstacles to the free flow of interstate and foreign commerce” and 
“promoting the fullest possible utilization of the present productive capaci- 
ties of industries.”'" In decades past, political and economic turmoil around 
the world did present barriers to international trade. But succe.ssive rounds of 
global trade negotiations, starting with the first General Agreement on Tariffs 
and Trade in 1947, and culminating in the establishment of the World Trade 
Organization in 1995, have secured massive lowering of such barriers. When 
Ex-Im Bank was created in 1934, the average tariff on dutiable imports was 46.7 
percent. Now, it is below 5 percent" 

Not surprisingly, international trade has boomed as global trade barriers 
have shrunk. American businesses have benefitted from this, exporting $2.35 
trillion worth of gotxls and services in 2014, hitting a record high for the fifth 
consecutive year.*^ Ex-lm Bank plays a marginal role, assistingin only 2 percent 
of total US exports. The export picture would look almost the same without 
Ex-Im Bank because export credit subsidies only rearrange the distribution of 
exports, rather than raising the net level of exports overall.'* 


Itcatkm/corporare-incotnc-rax-rates'oecd. 

9. This nine-month extension was granted in lieu of a ftve-year reauthorization sought by bank advo- 
cates and the Obaras administration. 

10. Export-Import Bank, 80th Anniversary News Release, February !2, 2014, htfp://www.exini,gov/ 
iibout/whoweare/dnniversary/indexxfm. 

IL US Tarif/RatesrRatio of Import Duties to Values: 1R31-1996. bttp:/Avww.econdatau8.com/tarifrs. 
html. 

12. US Deportment of Commerce, “US Exports Hit Record High for the Fifth Smught Year," February 
5, 2015. http://www.commerce.j?ov/news/bloK/20l5/02/us-€xports-hit-record-highfifth-8trai^t- 
year. 

13. Donald Boudreaux, “The .Seen and the Unseen 101," Caf^ f/oyek, August 22, 2009, htrp://eafe- 
hayekxom/2009/08/s«en-and-unseen-10l.hrm]. 
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THE-'MAt L BUSINESS NARRATIVE 

It would be difficult to convince Congress or the public that Ex-Im Bank is 
needed based on the argument that titans of industry cannot manage to access 
private export financing, especially when 98 percent of all US exports have 
access to such funding. Consequently, Ex-Im Bank proponents are marketing 
the bank as the salvation of small business. In venues both public and private, 
Ex-Im Bank President Fred Hochberg and his allies repeatedly claim that small 
businesses are "the core” of Ex-Ira Bank’s mission.'* 

In reality, Ex-Im Bank dedicates 80 percent of its financing to large firms, 
and the 20 percent of small businesses that do benefit represent just one-half 
of 1 percent of all American small businesses.** Even that fraction is artificially 
inflated by the bank's expansive definition of small, which includes firms with 
as many as 1,500 workers, as well as companies with revenues of up to $21.5 
million annually.'* Most federal agencies, such as the Federal Reserve and the 
US Census Bureau, define small businesses as firms with up to 500 employ- 
ees and $7.5 million in revenues. However, the Obama administration grants 
a small business exemption under Affordable Care Act requirements only for 
firms with no more than 50 employees. 

In contrast, just 10 corporations were the beneficiaries of 64 percent of 
bank subsidies in 2013, including Boeing (30 percent). General Electric (9.5 
percent), Bechtel (6.6 percent), and Caterpillar (4.9 percent). This lopsided 
largesse is an example of cronyism at its worst.*’ 

A recent investigation by the Reuters news agency further undercuts 
bank advocates’ claims. According to Reuters, potentially hundreds of sub- 
sidy beneficiaries categorized as "small business” are actually large enter- 
prises or units of multinational conglomerates."* The news agency determined 


U. ExamininfAllegaiions of Comipfion at r/ie Export-Import Honk. Hoaringbofim the Houk 
Committee an Oversight and Cnvernment Eeform, Subcommittee on Economic Growth. Job Creation, 
and Regulatory Affairs (July 29. 2014) (written testimony of Fred P. Hochberg. President and 
Chairman, Export-import Bank of the United States). hrtp://oversight.house.gi)v/hearing/examin- 
ing-allegations-corruption-export-import-bank/. 

15. Veronique de Rugy, The Export-Import Bank Assists a Tiny Portion of All US Small Business 
Jobs and Firms,” Mercutus Center at George Mason University, July 21. 2014, http://mercatus.org/ 
publication/ex port-unport-bank-assists-tiny-portion-nll-us-sraall-business-jobs-and-firms. 

16. Export-Import Bank of the United States. Small Business Defined, http://www, exim.gov/small- 
busines5/policie$/Small-Business-Defined.cfm. 

17. Veronique de Rugy, "Public Data Suggest Ex-lm Bank Is Not for Everyone." Mercatus Center at 
George Mason University, .September 20. 2014, httpi//mercatu5.org/pubtication/public-data-5qg- 
gest-ex-im-bank-not-everyone. 

18. Howard Schneider and Kristo Hughes. "US Ex-lm acknowledges errors in politically sensitive 
small bir. data," Keote rs, November 14, 2014, http://www.reuiers.coin/article/2014/l 1/14/us-usa- 
trade-exim-idUSKCN01YIIY20l41ll4. 
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that companies owned by billionaires such as Warren Buffett and Mexico’s 
Carlos Slim, as well as by Japanese and European conglomerates, were listed 
by Ex-1 m Bank as small businesses. So, too, were Austria’s Swarovski jewelers, 
North Carolina’s Global Nuclear Fuel (owned by General Electric) and Japan’s 
Toshiba and Hitachi. The bank’s list of small businesses in Texas includes engi- 
neering giant Bechtel, which has 53,000 employees. 

BIG BUYERS GO WITH BIG EXPORTERS 

Ex-lm Bank’s small business narrative is further challenged by the fact that the 
buyers receising the most subsidies are-like the exporters-major corpora- 
tions. as the table below documents. 


Top Ten Primary Buyers of US Exports 
Subsidized by the Ex-lm Bank, 2007-2013 


1 

l>emex-&ciloraaonii Profluaion 

$7^)6.653.106 

Mexico 

OrijGas 

2 

Ryanair Ltd. 

$4342.67782 

Ireland 

Aviation 

3 

Emirates Airline 

$3392,703.744 

United Arab Etimrates 

Aviation 

4 

Refinena de Cartagena SA 

$3315335836 

Colombia 

OilSGas 

5 

Esso HigiilanOs Umrtefl-Png Uig Proiect 

$3.0003)00.000 

Paoua New Guinea 

OK&Gss 

6 

CattiayPacrficAriwaysUd. 

$2,952,460,537 

Hong Kong 

Aviation 

7 

Australia Pacific Lng Csg Processing Pty Lid. 

$2865507940 

Australia 

Gas 8 Electric Uttilies 

8 

Turk Hava Vbllan A 0 (Turtosti Aittnes) 

$2538244,371 

Turkey 

Aviation 

9 

Reliance mdustncs Ltd 

$2,400,000,000 

kxia 

Oli&Gss 

10 Nabonai Aviation Comparry of Irxte 

$2375.441.278 

imia 

Aviation 
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Ranking highest is Pemex Exploracidn y Producci6n (Pemex), which garnered 
more than $7J billion in bank Hnancing from 2007 through 2013.” Pemex is 
a Mexican state-owned producer of crude oil and natural gas with a market 
capitalization (total dollar market value of the shares outstanding of a publicly 
traded company) of $416 billion. Ex-Im Bank financing has included $1.9 billion 
for Pemex to purchase oil and gas field machinery from Solar Turbines Inc., 
a subsidiary of Caterpillar (market cap. $47.7 billion); $1.4 billion for Pemex 
to purchase drilling services from Noble Drilling Corp. (market cap. $3.3 bil- 
lion): and $800 million for Pemex to buy machinery from Halliburton Energy 
Services, Inc., a division of Halliburton Company (market cap. $34 billion). 

Four of the other top 10 buyers are also engaged in upstream fossil fuel activities: 

• Esso Highlands Ltd. has received $3 billion in Ex-lm Bank financing to 
develop the natural gas resources of Papua New Guinea. Esso used the 
subsidies to purchase "facilities support management" from its own par- 
ent firm, Exxon Mobil Corp. (market cap. $355 billion). 

• Reliance Industries Ltd., a Fortune Global 500 company, is the largest pri- 
vate sector company in India. It received $2 billion in Ex-Im Bank financ- 
ing to purchase machinery from General Electric Energ>' Management, a 
division of Genera! Electric (market cap. $254 billion), and $400 million 
to purchase engineering services from Bechtel Power Corp. Forbes ranks 
parent company Bechtel Corp. as America's fourth-largest private com- 
pany, with 53,000 employees and more than $39 billion in annual revenue. 

• Australia Pacific LNG is a joint venture involving Origin Energy Ltd., 
the largest integrated energy company in Australia and New Zealand; 
ConocoPhillips Co., a multinational energy company with assets and oper- 
ations in nearly 40 countries; and Sinopec Group, one of China’s largest 
petroleum products suppliers. The project has received more than $2.8 
billion in Ex-Im Bank financing to purchase engineering services from 
Bechtel Power Corp. (See above.) 

• Refineria de Cartagena S.A. is a Columbian refinery that produces propyl- 
ene, gasoline and naphtha, diesel, turbo fuel, fuel oil, aromatic tar, sulfur, 


W. Data for 2014 was snipped from rhv Internet by the bunk without a credible explanation. See 
Veronique de Rugy, ‘'Ex-Im Says They Took Down All Their Public Data Just to Reformat It, But the 
Reformated Data Is Still Missing Crucial Info,*' Nationa/ Ri’vitfw On/ine, February 25, 2015. http:// 
wwwjiationalrevtew.com/comer/414317/tfx*im-says-they-took-do\vn-an-their-pubiic-data-just- 
reformai-it-reformated-data-still. 
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and liquefied petroleum gas. The company is a subsidiary of Ecopetrol 
S A, a state-owned enterprise and Columbia’s largest corporation. It has 
received more than $3.2 billion in Ex-Im Bank financingto purchase engi- 
neering services from CBI Americas Ltd. (market cap. $5 billion). 

Ch’erall, 21 percent of Ex-Im Bank financing from 2007 to 2013 went to 90 
foreign buyers in the oil and gas sector-for a total of $23.2 billion. Pemex col- 
lected 30 percent of those authorizations. 

Ex-Im Bank's lavish funding for foreign fossil-fuel projects contrasts 
sharply with the barriers to domestic operations erected by the Obama 
administration. For example, the president vetoed last month a bill to approve 
construction of the Keystone XL Pipeline. He also has banned resource devel- 
opment on vast tracts of public land, including 12.2 million acres in the Arctic 


Top Ten Primary Buyers of US Exports in Aviation 

Subsidized by the Ex-Im Bank. 2007-2013 

1 RyanarLttt 

$4,142,677,182 

Irelano 

2 Emirates Airline 

$3,392,703,744 

United Arab Emirates 

3 Cathay Pacific Airways Ltd 

$2.952460,537 

Hong Kong 

4 Turk Hava Yollah AO (TurtashAirtme) 

$2538.244.371 

Turkey 

5 National Aviation Company of India 

$2575441,278 

India 

6 Korean Air Lines 

$2282102,191 

South Korea 

7 LanAirljnesSA, 

$2,131.925809 

Chile 

8 Ethiooian Airlines Enterprise Sc 

$1,934.729540 

Ethiopia 

9 Air China 

$1508.791,718 

China 

10 Boc Aviatico Pte. Ltd. 

$1545078,561 

Singapore 
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"Ex-Im Bank's 
lavish funding 
for foreign fossil- 
fuel projects 
contrasts sharply 
wnth the barriers 
to domestic 
nperarinns erected 
by the Obama 
administrarioii." 


National Wildlife Refuge and half of Alaska’s 23.S-million- 
acre National Petroleum Reserve. The Environmental 
Protection Agency, for its part, unveiled in January regula- 
tions to further restrict emissions of methane-a primary 
component of natural gas-by 40-45 percent by 2025. 

The single largest share of Ex-Im Bank subsidies-5l 
percent-goes to aviation. Between 2007 and 2013, a total 
of $57.4 billion went to 191 airlines. It is no surprise, then, 
that 5 of the top 10 buyers subsidized by the bank are air- 
lines. As the table below indicates, the five received more 
than $15.6 billion-all of which subsidized the purchase of 
Boeing products. This flood of discount financing, in addi- 
tion to other subsidies flowing to the state-owned carriers, 
has undercut US airlines. 

Ex-Im Bank advocates claim that foreign carriers will 
not purchase Boeing planes without subsidized financing 
from the United States and would instead buy Airbus 
planes with export credits from foreign governments. They 
also claim that private lenders are unwilling to risk lending 
to foreign airlines. The evidence, however, does not sup- 
port this position. Ex-Im Bank designates only 16.4 percent 
of its financing as necessary to address a lack of private 
capital.* Only 32.7 percent is categorized as offsetting for- 
eign subsidies." 

In fact, there is no shortage of private capital to 
finance aircraft purchases, and airlines would continue to 
purchase Boeing products in the absence of Ex-Im Bank 
subsidies. Consider the case of Air Emirates, for instance. 
In June 2012, Emirates bought two Boeing 777$ using 
Ex-lm Bank financing, and four Airbus A380s using private 
financing." Obviously, the state-controlled airline could 


20. Veroniiiiue de Rugy and Kiicp Raznut, "Export-Import Bank Portfolio 
Broken Down By Stated Coal* Mtfcatus Center at George Mason 
Untveffity. http://meralus.OTg/sites/default/fites/Cl*Prop-Export'V3lue» 
largejpeg. 

2Mbid. 

22. Emoj Wf ny Reauthoriiation of the E:^on-lmp&n Bonfc Corjforate 
/Vi-eesflQr or Corporate Welfare^ Hearing before the Houoe Finandai Services 
Committee (June 25, 2014) (testimony of Richard H. Anderson, Chief 
Executive Officer, Delta Air Lines) htt|x//Bnancialservkes.house 4 :ov/ca]- 
endar/eventsiogle.aspx?EveDtJD«38504B. 


afford to buy planes without subsidies, and subsidies are not the only factor 
in the carrier’s choice of aircraft. This is consistent with the results of a study 
by the Government Accountability Office that found 85 percent of Boeing and 
Airbus large-aircraft deliveries were not subsidized by export-credit agencies.® 

The subsidies enjoyed by Emirates impose a very real cost on US airlines. 
With Ex-Im Bank assistance, Emirates financed its purchase of planes at inter- 
est rates that were almost half the cost paid by their unsubsidized competitors. 
That saved Emirates about $20.3 million per plane— savings that translated into 
far lower operating costs. 

In turn, that savings can be reinvested in new routes or other operating 
efficiencies. For example, Emirates previously concentrated on flights from 
the Middle East to Europe, where passengers would transfer to American car- 
riers to reach the United States. But with some $4 billion in discount financing 
for new planes, the state-controlled airline has grown ft'om five small planes 
traveling regional routes to a fleet with more total seats than any other carrier 
and flyingdirect from Dubai to Chicago, New York, Boston, Miami, and Dallas, 
among other US cities. Support from the UAE government further enhances 
Emirates’ competitive advantage in plane acquisition. 

The.se subsidies have prompted several American carriers and their 
employee unions to demand a rescission of the open-skies agreements** with 
Emirates, Etihad, and Qatar airlines, charging that the subsidies constitute 
unfair competition, including interest-free loans, discounted airport charges, 
government protection on fuel losses, and below-market labor costs. A SS-page 
report issued by the coalition states, "The multi-billion dollar subsidies . . . 
have allowed Qatar Airways. Etihad Airways and Emirates to rapidly expand 
their fleets and international routes, distorting the commercial market- 
place to the severe detriment of US employment, the US economy and the US 
airline industry."® 


23. Government Acconntability Oflice, Export-Impon Bank: Information on Export Credit Agenn* 
Fitundng Support for Wide-Body Jets. July 2014, hltp://vvww.gao.gov/a8S€rs/070/664079.pdf. 

34. The open-skies nsr^ements promote "increased travel and trade” and enhanced productivity by 
"eliminating government interference in the commercial decisions of air carriers about routes, capac- 
ity, and pricing, freeing carriers to provide more affordable, convenient, and efficient air ser%dce for 
consumers." See US Department of .State. Open .Skies Agreements. http://wwwjrate.gOv/e/eb/trfl/ 
nta/. 

35. "Kmintes, Qatar Airlines and Etihad Airways in violation of US agreements.” ETurbo Ne>v.'!, 
March 7, 2015, htrp://www.eturboiicwsroni/56263/eminites-qatflr-airlines-and-etihfld'UirwayS'Vio- 
1adun-us-agreeraent. 
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similarly, Air India has received some $4 billion in Ex-lm Bank subsidies 
to purchase Boeing products-despite staggering airline losses that prompted 
a $5.8 billion bailout from the government of India in 2012. The subsidies pro- 
vide the airline a cost advantage of about $2 million per plane. Delta Airlines, 
along with the Airline Pilots Association, filed a legal challenge last year 
against Ex-Im Bank for providing the subsidies without analyzing the impact 
on domestic firms, as required by its charter." According to the lawsuit, the 
competitive advantages to Air India resulted in the loss of some 7,500 US jobs.® 

I’’ 

Despite overwhelming evidence to the contrary, some members of Congress 
believe that a few legislative tweaks will remedy all that is wrong with Ex-Im 
Bank. Requiring a handful of new reports from the bank or instituting new 
administrative procedures cannot solve the bank's most fundamental prob- 
lem, which is functional: Ex-Im Bank showers subsidies on major corporations 
that consequently enjoy a competitive advantage against all the domestic busi- 
nesses— big and small— that stand on their own. 

Lawmakers who worry that the loss of Ex-Im Bank would hurt Main 
Street businesses in their district would do well to consider all the companies 
that are competing without government privilege. It is time to follow economist 
Milton Friedman’s advice and recognize the substantial difference between 
support for big business and support for free enterprise." 


2d. Delta Air Lines In£» et at v. Export- Impoit Bonk of (he United States, et it US District Court for 
the District of Columbia, No. Iil3-cv-192. 

27. X&](it/ioriz4rinn of the Export-Import Bonk, Anderson. 

28. Mark Perry. “Video: Milton Friedman explains the difference bent^een being 'pro h-ee enterprise' 
and 'pro business.'** Carpe Dim, American Enterprise Institute. E)ecember 25. 2012. http;//www.aei. 
orx/publication/video-niiltan-hiedman-expliiins-the-difrerence-between-being-pro-h’ee- enter- 
prise-and-pro-business/. 
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APPENDIX: SUPPLEMENTARY CHARTS 

Listed below are the top ten domestic beneficiaries of Ex-Im Bank in 2007 
and 2013. 


Top Ten Ex-Im Beneficiaries of 2013 and 2007 


2013 


Boeing 
General Electric 


Bectilei Power Cowration 
Aoplied Materials me 
Cateruillar Inc 
Soace Systems/Loral, Lie 
Komatsu America Corp 
Case New Hollana 
Fort) Motor Credit Comoany 
Sikorsky Aircraft 


total benefits, in billions 



share of total benefits 
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2007 Boemg 

Applied Materials Inc 
WofieyParsoru Energy 
Bechtel 
General Electric 
Natxirs Industries Inc 
John Deere 
American Tanks Vessel 
Cromaglass Corporation 
Rasteili Brothers Inc 
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Ex-Im Bank has been called “Boeing’s Bank" because of the overwhelming 
share of financing Boeing has received. Below is a snapshot from the 2014 
Ex-Im Bank Annual Report that shows the amount of long-term guarantees 
and authorizations Boeing received in 2014. 


BOEING'S SHARE OF EX-IM ASSISTANCE 

COMPANY PROFILE, FY 2014 



LONG-TERM GUARANTEES 



AUTHORIZATIONS BOEING VS SMALL BUSINESS 
(AS A SHARE OF AUTHORIZATIONS) 
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Pemex Exploracion y Produccion is the single largest foreign beneficiary of 
Ex-Im financing and the number and amount of deals it received is broken out 
by year below. 


Ex-lm’s Top Foreign Buyers: Annual Deals and Total Value 
PEMEX (Mexico) 


2007 2008 2009 2010 2011 2012 2013 

ANNUAL NUMBER OF DEALS 
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Similarly, Dubai-based Emirates Airlines ranks in the top three foreign benefi- 
ciaries with more than $3.3 billion in financing from 2007 to 2013. 


Ex-lm's Top Foreign Buyers: Annual Deals and Total Value 
EMIRATES (UAE) 

2007 2008 2009 2010 2011 2012 2013 

ANNUAL NUMBER OF DEALS 
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ABSTRAa 

The Export-Import Bank ofthe I’nited States is a govcnuneni-ownedbadk that 
provides tixpayer-bxked Bainciogtn private exportirvjt corporations. Supporters 
of the bank argue that it is a critics! tool to promote exports, create jobs, support 
small businesBea, improve compedtivenesa, and protect taxpayers. We revie>v the 
data and conclude that none of these arguments holds true. Rather, the Export- 
Import Bank is a protectionist agency that provides political privileges to well- 
connected Buns at the expense of ail other citb/ms. The federal government should 
not be trying to pick winners and losers through credit markets at taxpayers' risk. 
The charter of the bank ^uid be allowed to expire. 
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T he Extort-Iupobt Bank of the United Sinie^ (Ex-Ioi Bank)-the fed- 
enl ^vcmment'scxpoit-creditagency-hicesan uncertain future. With 
the banVa charter jioon to expire, Washington has become the scene ofa 
fierce battle over whether to continue funding this obscure, Depression*era gov- 
ernment bank. 

This paper prm’idea a brief overview of the history and ope rations of the Ex-lm 
Bank, followed by an examination of the ke)' justificarions for the bank’s continued 
aathoriutioa Specifically, the paper considers the veradty of claims that the bank 
0 .) plays acritica] role m promotingUS exports. (2) maintains or creates US jobs, (3) 
substantially benefits small businesses. (4) le\'eU the plating field for US companies 
competing against foreign companie.s that receive benefits from their countries’ 
export-credit agencies, and (5) is a good deal for taxpayers. The paper concludes 
that the Ex-ln Bank’sictividesond outcomes do txit meet its own supporters' stan- 
dards and recommends that the bank's charter be allowed to expire. 


A BRIEF HISTORY AND OVERVIEW OF THE EXPORT-IMPORT BANK 
Like many otheb federal programsi. the Ex-Ini Bank hasevolved considerably snce 
the days of its formation. Created by President Franklin Delano Roosevelt in 1934. 
the bank’s origiDal mission was to '*aid in financing and to fociliiate exports and 
imports and the exchange of commodities between the United States and other 
Nations or the agencies or nationals thereof."' Conceived to provide immediate 
financing of trade with the Soviet Union, the bank was housed in various federal 
departments before the Export-Import Bank Act of 1945 officially established it as 
the independent agenc>' it is today.' 

The act invested the bank with the power to "make loans, to discount, redis- 
count or guarantee notes, drafts, bills of exchange, and other evidence of debt, or 
partici]Mte in the some" to facilitate international trades for US businesses, and 


I. Exec. Order Ho. SSU. 12 C.F.K. 401 (luMxmiliUf iit hM^/. Vrww.pT««atncy.uohc^ 
/>pid-14TO. 

lU U5.C.f $}S(Mt2Klmp!//w«^.hw«MMttcdv/luc(KU/W^ 
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with the authority to “issue notes, debentures, bonds, or other obligations” for 
the Department of the Treasury to purchase. So long as the bank took care to 
“supplement and encourage, and not compete with, private capital** and provided 
an annual report to Congress on its operations, the federal govemment provided 
the bank with a capital stock of $1 billion and gav'e it the green light to pursue its 
mission. 

Today, the EX'lm Bank's mission Uto *aid in financing and to hdlitate exports 
of goods and services, importi and the exchange of commodities and services” 
between the United States and foreign countries and “in so doing, to contribute to 
the employment of United State workers.” asdescribed in the current charter that 
was last amended in 2012.* The 116*p8ge document now contains guidelines and 
prescriptions for the many pet programs that have developed in its 80-year history, 
including instruettons reprding snull business lending, green-energy projects, and 
engagement with sub-Saharan AErioi and prohibitions against aiding "Marxist- 
Lcninisi countries” or financing “defense articles.'^ 

The main tools provided to the bank to achieve tlxese ends are 0 ) loan guarantees, 
(2) workup capital guarantees. (3) direct ioan.<». and (4 ) expon-credii insurance.* 

Linm guarantees presently coa^tute the largest portion of Cx-Im Bank financ- 
ing. Lx-lm Bank loan guarantees allow (bre^ and dom&ticlendersto finance for- 
eign buyersof US exportsat a reduced risk. The bank charges the foreign buyer of 
US exports a fee based on the length, sue, and risk level of the loan. Lenders, dien, 
are guaranteed that the bank will cover up to 85 percent of the contract value of the 
outstanding principal and interest on die loon in die event that the foreign buyeraf 
US exports defaults on the loan. In other words, die Ex-Im Bank assumes the major- 
ity of the repayment risk of the foreign buyer's debt obligations. 

The WorkmgCapita] Guarantee program guarantees .short-^rm workingcapita] 
loans nude to qualified USvxporters, many of which arc small businesses sedcing to 
expon tbdr goods. The working capital guanmtees an be made on a on^ time basis 
or as a revolving line of credit Borrowers are charged a fee based on the duration, 
size, and riskiness of the loan. The £x-im Bank guarantees that it will pay up to 90 
percent of the ouisiandingbilanceof the working capiul loan to the lender (usually 
a commercial bank) in the event that the borrower defaults. 


X Ccpott-Import Buk nf tlv UMted Staes, 'The Cbiner (ifdK Bifort-tapun Bnk af the United 
Stm,* updated AugUA 30. jOU, hiRp;//«-ww4xm4pw/abow>fuweirr/d>e7itrbrUm,^l^ 
roU.RXIM .Chmvr A^CBa-Kitlffialpdf 

iiUd 

Ithid. 

6. for i (kaikd Metriew of Ex-lM U»k praduca, McShuftreb tliu.''£vpun-lMporr Itink 
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The EX'Iro Bank's direct loan program provides loans directly to foreign buyers 
of US exports, covering up to SO percent of the US contract value. If the foreign 
borrower defaults, the Ex-lm Bank will be re^nsible for the total value of the out- 
standing principa! and interest on the loan. If US exporters face compeddon from 
foreign export-credit agency subsidies, their buyers may qualify for special fixed- 
rate financing throu^ the bank’s Intermediary Credit Program. Direct loans come 
with favorable fued interest rates established by the Organisadoo for Economic 
Co-operation and Development (OECD) Arrangement on OfBcialfy Supported 
Credit Exports ' There ts no maximum or minimum loan amount, but loans rarely 
exceed $10 mlUioo. While direct loons were the bank's chief financing vehicle before 
1980, legulsdv’e chai^ hav\’ shifted financial focus to other vehicles, and in recent 
yeais low interest rates have depressed demand for these loans. 

Additionally, the Tied Aid Capital Projects Fund provides direct loans to projects 
that face direct competition from foreign export-credit agencies. InfornuUy known 
as the Var chest.” the fond attempts to sway foreign governments to approve US 
projects rather than anothercouotry’s subsidized projects by offeringbefow-market 
finandog rates. This program is more often used to tie agricultural and military aid 
to US exports than to promote US export. 

Final!)', there is the Ex-lm Bank's export-credit insurance program. Under this 
program, the bank issues insurance policies to US exporters, often small businesses, 
which provide credit to the exporter's foreign buyer. The exporter must p^ a foe 
that serves as an insurance premium to the Ex-Im Bank. The amount charged b 
determined by the duration, sixe, and riskiness of the polky. Should the foreign 
buyer default, the £x-Im Bank will pay the outstandii^balance ow ed to theexpoiter 
if certain predetennined conditions are met. Unlike loan guarantees, in which the 
Ex-Im Bank agrees to unconditionally cover outstanding balances in the event of a 
default, credit insurance policies will only pay outstanding balances if the default 
meets requirements laid out in the terms of the policy agreement. 

The Expon-Import Bank’s gradually expending mission and authority produced 
a large, but little-known, federal corporation whose current activities have, to a 
great extent, diverged foom its original purpose. 
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Today, the Ex-Im Bank’s main foctis is UScxporti Tuta) £x-Im Bank authorua- 
tioQs. or the total ainouot of funding that the bankcommiu to Bnance a higher total 
value of exports, increased from SU J7 billion in fiscal year (FY) 2007 to $35.73 bfl- 
lion in FY 1012, before dropping slightly to $27.2 billtoo in FY 2013. The bank claims 
that this S27 billion in autborizatiems supported $37.4 billion worth of US exports 
worldwide duringthe same year.* However, this picture Uincomplete without con- 
sidering the outstanding financial risk that the bank undertakes in order to produce 
these resulu. 

The total amouat of exposure-defined by the bonk as "authorized omstand- 
ingand undisbursed principal balance of loans, guarantees, and insurance* plus 
"unrecovered balances of payments made on claims . . . under (he expon guarantee 
and insurance prograins*^-ha$ likewise grown consistently over time. In layman's 
terms, this is the amount of risk for which taxpayers are on the hook. Total Ex-Im 
Bank exposure grew from $57.42 billion in 2007 to $113B3 billion in lOtl-never 
dropping once during this period. e\*en when the contsponding level of authoriza- 
riooi dropped. 

Defenders of the bank repeat a number of arguments to jimif)' these imerven- 
tioni in US trade policy. Five popular purported benefits are that the Ex-Im Bank (1) 
promotes exports, (2) creates or supports jobs. (3) helps small burines.ses. (4) levels 
the ploying field for US exporters competing with foreign competitors subsidized 
by their own governments, and (5) b a good deal for taxpaj ers. We uill uow review 
each of these claims. 


CLAIM 1: THE EXPORT-IMPORT BANK PROMOTES EXPORTS 

The claim that the £x-lm Bank promotes US exports rests on two contentions; 
fimt. that h improves the trade balance by filling an important "financing gap" in 
supporting US exports, and second, that it .xupports a significant share of exports. 
Neither contention has merit 


Pilling the "Financing Cap* 

Supporters claim that the £x-lm Bank fills an important "financiog gap" by sup- 
porting US exports. Some high-value projects go unfunded, they argue, because 
the riskiness of the investments scares off private fioanciers-but that is no 
excuse to leave value on the table. These Ex-Im Bank advocates want the fed- 
eral govermoeut to step in and fund the projects that the private market rejects. 
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Without this federally provided export finance, they conclude. US exports would 
be significantly dampened. 

The logic in this argument is inherently flawed because private investors are not 
likely to leave value on the table. High>risk projects should not always find financ- 
mg. Prohibitive ty high risk rates serve as a signal that investment funds could be 
more effectively .spent elsewhere. As the 1981 Congressional Budget Office (CBO) 
report 00 the EX'lm Bank notes, 

The mere absence of a ban offer from the private market at terms 
desired by the borrower does not prove that capiml markets an? 
imperfect. Many borrowers are too risky or too .small to finance 
their credit needs in bond markets and must instead go to banks: 
some borrowen are so risk)' that even banks will not lend them the 
amounts they desire.** 

That high-rixk projecu with low chances of repayment often cannot find finaiKe is 
a feature, not a hi^ of capital markets-it is a signal that these are projects that are 
simply too risky to finance, when other projects are available. 

Instead of makingthe case that the bank should subsidize losing projects, Ex*Iro 
Bank supporters rely on arguments concerning issues such as 'iifiancii^ gaps' and 
"leveling the playing field." However, credit market imperfections of the kind the 
Ex4m Bonk claims it is necessary to counteract are quite rare, and the bank gener- 
ally does not attempt tosbow that the projects it funds fall into this category. Trade 
economists who study the Ex-Im Bank note that "without solving a market imper- 
fection, such practices can only redistribute income away from nonsubsidized citi- 
zens and toward domestic exporters or citizens of a borrowing country."*' Rather, 
the real financing gap is the difference between the profits expoiteni would obtain 
without assistance and the profits they are able m obtain throu^ govemmeot- 
granted privileges. The federal government should not be in thebusiness of provid- 
isgeheap financirig for politically connected corponirions. 
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The Ex-lm Bank Supports about 2 Percent of US Exports 

Claims that the Ex-lm Bank supports a substantial portion of US exports ore not 
supported by the data, which reveal that 08 percent of US exports take place withinii 
the ossiscance or facilitation of the bank.^ 

Export data from the US Census Bureau and the Ex4m Bank between 2(h)0 and 
20105how that EX'Im Bank'bKked aedvity accounts fm* approximately 2 percent 
ofallUS exports during that dme.”The same us true when lookingat any tndividuai 
year.T^e 2012, for instance: total USexpons were $2.2 trillion, while the estimated 
export value of Ex*lm Bank activity was about $50 billion, or around 2.2 percent of 
aedvity. The data reveal thatthcExIm Bank influences a nej^igible portion of total 
US exports. What is more, it is possible that the private market could better employ 
these funds to support the same or even a hif^r level of exporo. The bank cannot 
credibly clahn that it is critical to maintaining the level of US expmts. 

It has longbeenknown tluit export-credit corporations alone cannot substintiany 
influeoce broader nadonal trade outcomes.** Sallie James, trade policy analyst at the 
Cato Institute, notes. "Export promotion programs for certain goods-marketing 
programs for certain commodities, say- may have beneficial effects for that indus- 
try but cannot aifea the trade balance overall**' The Government Accountability 
Office (GAO) stated back in 1992, "Export promotion programs cannot produce a 
substanda) change in the U.S. trade balance, because a country'’s trade balance is 
largely determined by the underlying compeddveness of U.S. industry and by the 
macroeconomic pedicles of the United States and its trading partners.'''* 

Reforming the broader macroeconomic pob'dcs that are more likely to harm the 
US trade position will help US exports far more than anything the £x-Im Bank could 
do.'' The United States muntmns the hi^iest nadonal statutory corporate tax rates 
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anumg all OECD nations, with an avera^ rate of 35 percent.” Once stale ntes are 
added to this federal average, the number rises to39J percent.** The rate remains 
relatively hi^ even after corporations lower their effective tax burdens with tax 
crediLs for the share of the taxes paid to foreign governments or by keeping their 
foreign revenue abroad. Reforming the punishing corporate tax rate would be one 
easy and feasible policy change that would help all American prodneers^ without 
exposing taxpay ers to risk as die £x*Im Bank does. 


CLAIM 2: THE EXPORT-IMPORT BANK MAINTAINS AND CREATES JOBS 

Suppomas AKGi'E THAT the Ex-Im Bank plays a cnKial role in job promotion by 
pointing to the number ofjobs the hank's annual reports claim it has assisted. These 
claims are weak because they fail toconsider bmv many jobs would have existed in 
the absence of EX'lm Bank intervention andbeause they understate the comped' 
live disadvantage that Ex-Im Bank subsidies impose on employees of unsubsidized 
firms and industries. 


Considering Seen and Unseen Effects 

Supporters of federal programs often point to tangible outcomes, >nch as the num* 
ber of jobs created through federal .spending, to ju.stify the programs’ existence 
Immediate employment effecuare easQy seen and therefore provide a potent shield 
agaiosr claims of ineffectiveness or waste. However, as economist Preduic Basdat 
astncely pointed out more iban 160 ^arsago, good economists and students of pub- 
lic policy most also consider the urueen effects of government interx'endonsto accu- 
rately perform a beneftt-cost analysts.** The Ex-Im Bank is keen to trumpet the seen 
effects of its mtervendons. A February 2014 press release is typical, claiming that 
in the last year, the “Bank approved more than $27 billion in total authorizadons to 
support an esHmaied S37.4 billion in U.R. export sales and approximately 205.000 
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American jobs in communities across the country But just as important, or even 
mare important, are the unseen eifects of this expenditure-for example, in in the 
form of displacement of empio) ment in unsubsidized industries. 

This claim of job ovation is accurate according to the Ex-!m Banh's reporting 
standards, but it is not very meanit^l. Indeed, it is hard to imagine how a govern- 
ment pr<^m could spend billions of dollars without yielding some kind of imme- 
diate gross emplorment effect In the case of the Ex<Iin Bank, lending money to a 
foreign company to buy US products that K otherwise would not have purchased 
will necessarily increase the US firm's revenue above what it would have earned 
without government assistance. This will, in mm. e.tpand the company and create 
new jobs in theshon term. This statement amounts to little more than an admission 
that taxpayers' funds were indeed spent. 

However, this claim only concerns the "seen" side of the stoiy. To get an accurate 
picture of the true economic effects of the Ex-lm Bank’.s interventions, it is neces- 
sary (0 consider the unseen effects of government action. It is not enou^ merely to 
know that the govemmeni spent money somewhere. Observers must also determine 
whether what economists cal) the "opportunity costs"^' of these actions outweigh 
the purported joh benefits that the bank claims. 


The Ex'lm Bank Can Damage Job Creation In Unsubsidized Firms 

What would have happened if the Export-Import Bank had not provided assistance 
as it had?Would firms that do not currendy benefit from Ex-Im Bank export credits 
have been able to compete more effectively and provide better products at lower 
prices? Might those decisinm have created even more jobs than the ones for which 
the Ex-lm Bank claims credit? There are a few reasons to think this could be the case 

Foreign companies that receive Ex-Im Bank financing are not necessarily pur- 
chasing more goods from US firms, but simply buying diH’erent kinds of goods. 
£x-Im Bank interventions shift resources away horn unsubsidized projects and 
toward artificially inexpensive projects that the bank subsidizes. Many of the jobs 
the bank claims to create art in reality redirected from unsubsidized firms. The 
Ex-Im Bank disadvant^es employees of imsubsidized companies for the benefit of 
employees of subsidized companies. 

But these shifts produce a cascading effect. For instance, once the government 
subsidizes a company, that company becomes a reJatively safe asset that then 
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atUKts private capital independently of the merits of its projects. This capital is 
then unavailable for lULsubskliTed projects, even if they have much higher prob- 
abilities of success and more promising business plans. 

TheinceotivRi facing the private lenders reinforce this effect, since these lenders 
also receive a subsidy threm^ the loan guarantee. Under the loan guarantee s^'stem. 
the lender gets to extend a large loan with an extremely low risk, since 85 percent 
of the value of the loan is risk free However, it gets to collect Urge foes from rite 
borrowers and interest on the entire value of (he loan. 

This unfortunate consequence has long been known in Washington. A CBO 
report from 1981 explains that under normal economic conditions "subsidized 
loans to exporters wiO increase employment in export industries, but this increase 
will occur at the expense of non-subsidized industries: the subsidy to one industry 
appears on other iodustries' books as increased costs and decreased profits.*** 
These increased costs and decreased profits manifest themselves throu^ dif- 
ferent channels: First, nonprivileged exporters lose when their competitors get 
help, and so do Donexporter-s. Second, anyone who competes with the privileged 
foreign buyers loses marker share. Third, consumers trying to buy the good whose 
demand is srtihciilly high must pay a higher price. Finally, as mentioned above, 
anyone trying to obtain capital loses since lenders are likely to prioritize demand 
for capital from borron ers with a government guarantee, independently of the 
merits of their projects, 

This is the underlying argument in a pending legal action by Delta Air lines and 
its employees against the Ex-Im Bank.** Delta and the Air Line Pilots Association, 
a pilots' union, allege diat the bank’s foilure to perform proper economic analyses 
results in a portfolio that disproportionately favon Boeing and puts other US cor- 
porations and employees at a compedtive disadvantagt 
Indeed, the £x-Im Bank earned its nickname. "Boeings Bank." fairly: on astound- 
ing M percent of the bank’s portfolio of loan guarantees was awarded to Boeing dur- 
ing FY 2013.** A spt^espersoQ for Delta Air Lines argues that tlie Ex-Im Bank "does 
not consider or address the harm Ex-lm financings for widebody aircraft do to Uik 
airlines and their employ'ecs.'^ The bank's newly published guidelines exempt at 
least 85 percent of aircraft-related deals foom thorough economic analysis. 

In diat sense, the *205,000 jobs* claimed by the bank are not net jobs, as they 
do not incorporate the negativu secondary effoco that intervention often creates. 
From the perspectiN'e of Delta Air Lioes employees, these *205,000 jobs" come at 
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tht expeiue of th«ir ohd livelihoods. In fact, the real question is, Does the bank crC' 
ate more jobs than it destroy.^ or redirects? Given the EX'I m Bank's lax commitinent 
to detailed economic analyses of alt transactions.”' which is examined closely in the 
next section, the bank itself is in a poor posidoo to answer this quesdon. 

Moreover, the Ex-lm Bank presumes that these 205,000 jobs could not have 
existed without its interventions.^ as explained below. There is little reason to 
beliei'e that this is true As we will show later, despite a lot of talk about financing 
gaps, most of the loan value backed by the bank benefiLs Urge and wdl-established 
companies”' that do not lack alernadve fmancing opdons.” Even small businesses 
that receive support were often profitable well before Ex-lm Bank operadvescame 
knocking.® 


Federal Reports Dispute the Ex-lm Bank's Job Calculation Methodology 

Finally, the Ex-lm Bank's numbers must be taken with a healthy dose of skepticism. 
GAO Gnds (hat the hank's job calculadon method leaves much to be desired. A May 
2013 report criticized the bank for concealing the manymedtodoiogical tveaknesses 
that underlie Its attractive “205.000 jobs* number.® GAO reports that the bank 
extrapolates its numbers from the Bureau of Labor Statistics data product that mea- 
sures how much of the output (revenue) of an industry goes into the input (produc- 
tion) of another induKry, and hs effect on eraployment There are many limitations 
to this methodology, such as (he Uct that it does not distinguish between full time, 
part-dme. and seasonal employment, thus paiadngarosier, but iaiccurate, picture. 

Addidomny, the Ex-lm Bank does not control for selection effects wherein 
Ex-lm Bank-supported firms or industries may differ from the “average” firms or 
industries that the bank purports to similarly benefit Finally, and most critically, . 
the GAO report criticizes the bank for not considering how many jobs would have 
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existed without iDy uitervention at aH.^ Consuiering all these weaknesses, the 
biflk'5 *205.000 jobs" number is far from beiug a true reflectiao of sound economic 
analysis and transparent data methods. The CAO report concludes. "Because of a 
lack of reporting on the assumptions and Hmiradoas of its metbodolc^ and data, 
CongressKHul and public stakeholders may not fully understand what theyobs num- 
ber (hat Ex-Im reports represents and the extent to which Ex-Im’s Bnandng may 
have affected U.S. employment* 

If the Ex'im Bonk truly believes that it provides substantial benefits to US 
employment it should not fear GAO'S suggested improvements. After all the bank 
should be glad to prove its claims beyond a reasonable doubt In its response to the 
report the bank has committed to more explicitly discussing the assumptitms and 
shortcomings of jobs calculation methodology in its FT 2013 report. However, the 
bank continues to use the old jobs calculation methodology that GAO criticizes, with 
all its attendant shortcomings.^ 


CLAIM 3: THE EXPORT-IMPORT BANK SUPPORTS SMALL BUSINESSES 

The Ex-Im Bank frequently boasts of its outreach and support to small businesses, 
but these churns are misleading due to the bank’s extraordinarily expansive definition 
of the term "small business” and (be hurt that much ofitslundinggr^ to large firms. 

In May 2014, the Ex*1m Bank released the resultsof its small business customer 
survey to great fonftire.'^The bank reports that, of the 2400 small business cus- 
tomers that responded. 95 percent would recommend the £x-Im Bank to another 
expwrer. 64 percent reported that their companies’ revenues increased over the 
past five years, and another 64 percent believed that the bank had helped to expand 
their exports over the past five years.* The bank does not separate responses for 
"stroivdy agreed” and ‘’agreed,” so there is no way to determine the respective mag- 
nitude of these responses. Additionally, nearly half of respondents-45 percent- 
thought they would be just fine nithoui assistance from the Ex-Im Bank. Given die 
strong inceotives that pressure firms to protect received goveramrnt privileges, 
these small business o^vne^s' lukewarm endorsement of the program is remarkable. 

The bank's FY 2013 annual report states that "the Bank approved a record 3,413 
transactioas, or 69 percent, for small businesses.”** This statement b incomplete. 
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It is true that 89 percent of Hie total number ofifeo/s involved firms that fit the 
bank'sdefinitiQD of a small business. However, lookinitat the total anMums that the 
bank distributes, the picture is decidedly difierent. During FY i013. for instance, 
only biilkm of the $27.3 billion in total aulhoriaation amounts, or 19 percent, 
was designated as “small business” activit)' oo the E.x*Iin Bank's annual report.^ 
'This is concerning because it is in violation of the bank's own charter, which man- 
dates that no le» than 20 percent of the total amount authorued to finance exports 
directly for each fiscal year be made available to small business concerns.*' 
Additionally, the bank employs a rather unconventional definition of “small 
business.” While the term invokes images of mom ond-pop stores and enterpris- 
ing startups, the Ex-Im Bank's definition is consideraMy more expansive than that 
of the Small Business Administration (SBA). \Mth few exceptions, the SB A sets its 
“small business” threshold at firms with fewer than 300 employees and no mare 
than $7 million in average annual receipt*(-cnteria much stricter than the bank's.** 
The bank's small business site standards include manufecturing and wholesale 
firms that employ anywhere from 500 to 1,5(M) worken. general cemstruetkm firms 
that cam anywhere between $13i million and S17 million a year, and in other sec- 
tors, firms with annual revenues ofup tn $21.5 million.*^ 

Other government institutions, like the Federal Reserve, adhere to the SBA’sdefi- 
nitions, which raisestbe question of why the£x-Im Bank found it necessary to cre- 
ate Its own standards. Acemding to the bank’s data for FY 2013.** much ofhsdirea 
and indirect subsidies benefit giant manufacturers and well-connected exporters. 
For instance, America’s number-ooe exporter, Boeing received roughly 66 percent 
ofthevoJueofaH loan guarantees lastyear. The bankreports that Boeingwasdesig- 
naitd primary exporter for S5 deals valued at roughly SBB billion in total assistance. 
This means that upw'ords of 30 percent of the value of all £x-Im Bank assistance 
in 2013 directly benefited Boeing. Additionally, the top 10 exporter beneficiaries 
of Ex-Im Bank assistance-among which were General Electric, Dow Chemical 
Bechtel, Caterpillar, and John Deere-rcceived a combined total of roughly 75 
percent of the value of ton! aisiaiance last year.** 

The Expon-Import Bank may publicize the small business deals that it brokers, 
but the bank's own financial statements clearly show that big business is its main 
business. 
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CLAIM 4; THE EXPORT-IMPORT BANK LEVELS THE PLAYING HELD FOR 
US EXPORTERS 

Another popular argument b thtt the £x*lm Bank is necessary to counteract the 
competitive disadvant^posed by theexport-credit agencies of foreign nations.*' 
^nce foreign fomsenjoy the benefits of their own national export subsidy organiza- 
tions, the arfumentgoes, US firms would strugide to compete imernatioQaUy if die 
US govenunent did not provide similar aid. Regardless uf whether the Ex-Im Bank 
makes economic sense in a perfect world, the reali^ is that foreign competitors are 
engaging in these practices. Therefore, supporters conclude, the US Export-Import 
Bank is a necessary, although perhaps unfortunate, weapon in this imemacioiuii 
export subsidy arms race. 

Few would disagree that it would be much preferablcif USexporters only had to 
compete on price and quality against unsubeidized foreign companies. However, the 
foci (hat odier countries choose to engage in bod economic policy does not imme- 
diately juatify the United States following suit Hiisafgumeot might be valid if(l)a 
substantia] portion of the Ex-Im Bank’s portfolio is indeed dedicated to countcract- 
the effect of foreign export-credit agencies, (2) a substantial portion of total US 
exports depend on Ex -Im Bank assistance to successfully compete on a global scale, 
aod most iraportao t. U) engaging m suboptnnal policies becaose other countries do 
so makes economic sense. 


Most of the £x-lm Bank Portfolio Is Dedicated to Purposes Other Than 
Counteracting Competition Subsidized by Foreign Governments 

If the Ex-lm Bonk were truly a critical tool in counteracting the activities of foreign 
export-credit agencies, one would locpect the vast majority of the bank’s portfolio 
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to be dedicated to this purpose. However, the bank's records show that this is not 
the case. 

Fora longtime, the Ex-Tm Bank did not specify the exact purposeof each trans- 
action in its reports, so it was hard to determine how much of i& portfolio was 
dedicated to which goals. As recently as 2012. Sallie James of the Cato Institute 
speculated. "Given the fall in export credit subsidies in the OECD, the need for 
countervailing activities likely has not increased since the late 1990s, when less than 
20 percent of £x-Im Bank guarantees and insurance were for the purpose of coun- 
tering officially supported foreign competition.*'^ 

However, Congress obliged the bank to provide more explanations for certain 
portfolio transactions as a condition of id most recent reauthorization in 2012.*^ 
While the bank does not providejustifications for all transactions in its portfolio, the 
bank’s current charter now compels it to at least provide categorical explanations 
for all loans and lot^-term loan guarantees in its annual report 

According to the £x-lro Bank's FY 20U annual report, rou^ly S7.9 billion in 
estimaied export-valued loans and $10.7 biliioa in estimated exporr-v'alued ioog- 
temt loan guarantees, or acombined estimated export value of$Ig.7 billion, mim be 
categorized as Congress Instated. Transactions must be classified in one three 
categories: (1) To assume political or commercial ri^ that exporter and/'or finan- 
cial institutions are unwilling or unable to undertake." O') "to overcome maturity 
or other limitations in private-sector export finanemg," or (3) To meet competitioo 
horn a foreign, offidall) -qKmsored export-credit agency." The bank's records show 
that $4d billion in estimated export value fits into the first category. $2.1 billion in 
estimated export value fits into the second category, and $12.2 billion in estimated 
export value fits into the final category. The proper categories for the remaining 
$18.8 billion In estimated export value, or 50.2 percent of the bank's portfolio, is 
simply nnknuwn. 

Since the estimated export value of the bank's entire portfolio for FY 2013 was 
roughly S37.4 billion, ihh means that less than one-third of the estimated export 
\*alue of the bank’s portfolio ii intended to actually counteract ctnnpetitive disad- 
vantages wrought by foreign export-credit agencies. 


The Vast Majority of US Exports Occur without Ex-lm Bank Assistance 

An- noted above, the £x-im Bank only extends financial assistance to a tiny propor- 
tion of total U5 exports. If export subsidies were mity critical to competing abroad, 
then one would expect far more than 2 percent of total US exports to receive £x-lm 
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Rank assistance Vet, somehow, theother 98 percent of unassisted US exports con- 
tinue to thrive. Given this data, the argument that the bank's activibea are critical to 
maintaining competitive export outcomes is quite weak. 


Protectionism Never Makes Economic Sense 

The Suggest problem with this argument is simple economics. Subsidies are a bod 
deal fordomesticcunsumers. taxpayers, unsubsidized producer, and their employ- 
ees. Companies, industries, and countries that engage in export subsidies are uld- 
matety losers as well. The £x*Im Bank does not counteract unfominare policies 
abroad; cm thecemtrary, it merely doubles down on a bad thing. 

The unseen costs of expon subsidies negatively impact normal Americans, 
unsubsidized businesses, and even subsidized businesses in a number of ways. As 
noted ;dxtve, subsidies can trigger waves of malinvestment** b)' encouraging compa- 
nies to make marginal investments in a subsidized activity without regard to its true 
opportunity costs or by encouraging consumers to buy a subsidized good without 
accounting for its true cost. Tax revenues are siphoned from productive businesses 
and their emploveesand directed toothers with political clout 

In the case of the Ex-Im Rank, this means that normal US consumeis must help 
to finance large corporations like Boeing only to receive the honor of payingbigher 
prices for airline tickets. 

Subsidies also trigger wasteful spending for political favors.^ Not on!) do sub- 
sidized industries use domestic tax dollars to make a profit, they use this leverage 
to push other businesses that do not enjoy these privileges out of tbe market. Or. 
altemathely, otherwise honest companies are driven to lobby for their own privi- 
leges before they get pushed out first Economist \\1liiam Baumol described how 
this riinproductive entrepreneumhip" saps an economy of its engines of growth.*" 
Entrepreneurs and businesspeople have an incentive to procure government subsi- 
dies to stay afloat, which wastes more time and resources throng the deadweight 
loss of unproductive lobbying spending. 

Ironically, subsidies also damage recipients in the longrun by dulling their com- 
petitive edge.** Subsidized businesses ofien grow complacent and lazy because they 
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know they can rely on jjovemment assHttance. When markets change indpressures 
mount, subsidized industries find that they Binply cannot keep up-so they come 
knocking to Congress for i bailout. 

Most importantly, subsidizingcxporbiactually harms US consumers and helps 
foreign consumers. When foreign export agencies subsidize their exporters, they 
actually help US consumers at the expense of their own citizens. In subsidizing US 
exports in re^Kxue to foreign subsidies, the Ex*Im Bank actually hurts US coosum* 
era more. 

Litde hascbanged since Adam Smith astutely observed more than two centuries 
ago in the Wen/rh of Nations that if a foreign country can supply us with a com 
modiry cheaper tluin we ourselves can make it, better buy it of them with some 
part of the produce of our own industry, employed in a way in which we have some 
advantage."” This lo|^ holds whether foreign countries areproducinggtMxls nme 
cheaply because of competition or because of subsidies; American consumers win 
either wa)'. When governments use national wealth to subsidize the artiftdally 
cheap coDsumptioQ of foreign nations, on the other hand, domesticcansufflers lose 
and foreign consumers win. 

The fact that others engage in an artivity is never primafade evidoice that one 
should dodie same. Despite the apparent hishion of export subridies. theeconomtes 
is clear that these policies harm national consumption in exchange for shoiT-<tenn 
beuefits enjoyed by a enneentrated number of companies. 


CLAIM 5: THE EXPORT-IMPORT BANK IS A GOOD DEAL FOR 
TAXPAYERS 

Defe.s'ders of the EX'Im Bank often point out that the agency does not cost any- 
thing to taxpayers; in fact, they argue, the bank actually generates rrvenoes for 
the US Treasury.^ RegardleiK of whether the federal government should or must 
operate an export-aedii agency, the fact that the Ex-lm Bank reports profits to the 
govemmeot is sufficient reason for many to support it. In light of the federal gov- 
ernment's fiscal troubles, the bank's defenders believe the United States is simply 
in no position to dismantle a rare profit-generating federal program. 

This argument relies on the financial statements provided by the Ex-tm Bank. 
While the bank was once known for consistently poor financial management-it 
requested a $3 hilliou federal bailout in I987^-in recent years it proudly reported 
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profits. In FY 2013. for exunpie, the bink claimed to generate more than SI billion 
in revenues for the Treasury.^ Supporters point to these returns as evidence that 
the bank will earn profits for American taxpayers for years to come. 

Of comae, financial projections ore only as sound as the methodologies employed 
to produce them. Many have been skeptical of the bank's risk analyses, default 
assumptions, and accoonring methods for years, as Heritage Regulatory Fellow 
Diane Katz notes.^ Some of the most vociferous criticisms have come from within 
the Export-import Book itself, as well ss from GAO and CBO. The errors that these 
criticums reveal undercut Ex-Im Bank supporters’ claims of profitability and sus- 
tainability and in foct reveal that the bonk exposes taxpayers to the risk of "severe 
porrfolin losses," in the words of the hank's own inspeaor general.*^ 

An aUrming 2012 report from the inspector general of the Ex-Im Bank reveals 
that the bank does not employ adequate risk analyses.* The bank’s unique posi- 
tion as a governmental export-credit insurer and underwriter means that it exposes 
itself to a number of unusual risks. In addition to balancing norma) market consid- 
erations and operatfooa) boundaries imposed through legislation, the bank must 
also adequately calculate and mitigate taxpayer exposure to credit risks, political 
risks, currency rirics, and various concentration risks riddling its \'asrportfo)io. The 
inspector general wants that "£x-lm lacks asj’stemic approach to identify, measure, 
price.ood reward” these many portfolio risdts. This improper loss reserve method- 
ology' may have "resulted tn the systematic under-reserving and underpricing of 
the portfe^o risk,"^ which significantly limits the predkth e veradty of the bank's 
projections. 

The methods that the £x-lm Bank does have in place ore likewise inadequate to 
refiea the bank’s underlying portfolio. The inspector general also warns that the 
bank "does not reserve or price for the incremental risk deriving from portfo- 
liocuncentratkms."*' In other words, the bank’s expccted-ioss credit methodology 
does not account for the potential covariance of risks among asset classes. Aircraft 
transactions represent more than 51 percent of the total value of the Ex-im Bonk 
portfolio, but new airline transactions are priced .ind structured according to the 
same guidefines as any other transaction. If the notoriously volatile urcraft industry 
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were to slide ioto adoH-nturn. the hank’s portfolio would be kr more exposed than 
itt numbers cuirently predict. The inspector general also reports that the bank does 
not perform portfolio stress tests, thus leaving administrators in the dark as they 
attempt to manage this concentration risk cfiectively.** 

Even when more appropriate processes are in place, the inspector general 
reports that “loan officers and bank personnel did not always document suflUdent 
evidence for borrower statements regarding the need for financing.**** In many 
cases, employees did not even perform background checks to determine borrow er 
eligibtlitY before dispersing hinds. Federal regulators would not tolerate this kind of 
carelessness from private institutions. It is all the more unacceptable coming from 
a Steward of taxpayer money like the Ex-Im Bank. 

Addioonally. the bank's default assumptions vastly obscure its true financial poii* 
tion. A May 2013 report from GAO describes the £x*Im Bank’s onosua! imernal per- 
formance measures in detail** To begin with, die bank employs an unjustifiably nar- 
row definition of "default." which only includes unpaid, past-due loans and claims 
paid to privitelY insured transaction.^.** The inspector ^ml points out that the bonk 
does not even have access to the proper empirical data on the impaired assets in its 
portfolio, much less employ' the proper modelingtechniques on these assets." What's 
more. GAO finds that the bank did not even use its own defrult data to calculate pro- 
gram costs and exposure. The oversqdit is troubling and calls thebank's estimatesof 
its risk exposure into question. The bank exposed taxpayers to a mosrive $130 hitlion 
risk Kffliidurmg20U based on its misleading financial statements.** GAO warns that 
this inadequate accounting will fail to accurately predict risk exposure, default rates, 
and program costs in the future. According!)', the Ex-Im Bank’s previous projectkms 
rbat emplored this subpar methodology should also be viewed whh acritkal eye. 

Improper accounting, regardless of the illusions it yields immediately, does not 
shield an insdtution from financial disaster in tbee\'ent of an unexpected downturn. 
for many years, Ex-bn Bank skepdes could only point to the dire pleadings of GAO 
and the inspector general to bolster their case that the bank's "profit" may be a 
misleading accounting fiction. The coilapite of the US housing market, prompted 
partially by the risky underwriting of federal mortgage corporations Froddie Mac 
and Fannie Mae, provides another cautionary tale. 
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I( wssonce al<o common to support Fannie Mae and Freddie Mac on the grounds 
that they generated profits for US taxpayers. While it i&now clear (hat these profits 
were illusory, many industry and government analysts raised alarms about breuing 
fiscal mischief years before the housing collapse overwhelmed the government* 
sponsored enterprises' mismanaged portfolios. Paralleling the Ex-lm Bank's cur- 
rmit position, a 2006 audit performed by the Office of Federal Housing Enterprise 
Oversight of Fannie Mae’s portfolio and practices from I90fl to mid-2004 revealed 
that the "smooth profit growth" and precisely met targets for earnings per share 
each quarter reported hy the federal corporation were ’‘illustons deliberately and 
systematically created by . . . senior management with rhe old of inappropriate 
accounting and improper earnings managemcnL"*^ Policymakers did not heed this 
wamingin time, but there may still be dme to attend to the improper accounting of 
theEx-Im Bank. 

It is not necessary to wait for un industry bubble to burst for the financial fall- 
out of the Ex-Im Bank’s improper accounting to be revealed. A new CBO report 
from May 2014 confirms GACF-s .suspicions. Tbe analysis compares the cost projec- 
tions for FY 2015 through FY 2024 yielded by the Ex-lm Bank’s unusual accounting 
practices** to those calculated by CBO's own "fair value" method. CBO finds dial 
the Ex-lm Bank’s promised budget savings of more than $14 billion over the next 
decade are illusory. CBO’s more accurate accounting method shows that that these 
Ex-lm Bank pmgran^ will xiualiy cast taxpaym $2 billion over the next decade. 
The audiors report. 

If Ex-lm Bank's activity' in 2015 matches the President's budget 
request for that fiscal year. CBO estimates that $37.6 billion in 
new loans would be made or guaranteed in the bank's six largest 
credit programs, with saving totaling$1.4 billion [using the Ex-lm 
Bank’.s own method] and costs totaling S(U billion using the fair- 
value approach. Thus, the 10*year effects would be savings of $14 
billion using [the Ex-lm Bank's] methodology and costs of $2 bO- 
lion using the foir-value approach, a difference of $16 billion. The 
average subsidy rate under the [bank's] approach is estimated to 
be negative 3.8 percent for all of rhe bank's programs combined, 
whereas die average fair-value subsidy rate isesrimated to be posi- 
tive 0.4 percent** 


a7. 'K»pAn of itte SpecUl txsnitiatkM of Stmir Mk * tiffict of Fodcrtl HoutlDf! Enmprkt 
I4ir }006i mHiWr at htmv'A*'"’«'.cQiKrriKO«hiwlviUarv:oai'tt5.0lli«nK«poa 
M. Tao-Valift EAnsfCB of tlie CM of Sdectnl P«dcn1 Cmiii Prop*'** fv OOIS to 3924,* 
Coogrwwral tfudlitt Ufficr, Map 2014. har-//cbo 4 pDv/mM/defaah/fi)H/<toli)eVWeichtBe^ 
-SltrVibM.aUf. 
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CRO noK& thfit administrative and senidxiK costs were not rndtided in ib analysts 
because it did not have access to those fipires. Once foctnred in, the Sscal pictureof 
Export-Import Bank Hsancingprojtrains could look even worse. 

The bottom lice is that supporters of the Ex-Im Bank am no longer claim that 
these programs provide profits to the f^enl coffers. Numerous audits from its 
internal inspector general and external federal research offices agree that thebank’s 
risk analyses, desalt assumptioos. intenol reportiDg procedures, pmtfoiio concen* 
tration. and general ftnondal reporting are woefully inadetjiute to safely steward 
taxpayer funds and responsibly manage its vast portfolio. These methodological 
errors mislead supporters into thinkit^ that the bank is in a much more robust fiscal 
siiuxtion than it really is. Contrary to the picture presented hy its strongly cridciud 
reporting, the bank will certainly not return surpluses to the Treasury in the com* 
ingdecade: even under generous assumption.*, the bank will cost taxpayers billions 
of dollars over that time. What's more, the bank's dangerous negligence in under- 
estimating risk and exposure leasts taxpayers vulnerable to tremendous liabilities 
should economic cooditions decline. Reports from federal research ageodes and 
the bonk inetf are dear far from beinga cash cow for taxpayers, the Ex-lm Bank is 
likely to be a harden on them. 


CONCLUSION 

Aftes reviewing tkeu hi turn, the most popular arguments that support the 
£x*iffl Bank are far from definitive In hict. the data show that the exaa oppoute is 
the case for each dmm. 

The bank cannot claim to play a critical role in promoting US exports, since the 
total export value of its annual portfolio only accounts for roughly I peirent of the 
total vahie of US exports each year. The bank cannot claim tn be filling the pur- 
ported ftnancinggip, either, as mrKt of its portfolio assists large, connected firms 
that w ould hire no trouble procuring alternative finandng. Finally, expon<redit 
agencies have, at best, a dny effect on national exports compared to potent broader 
economic trends. 

The bank cannot be shown to maintain or create any nnmber of US jobs because 
the bank's job calculation methodology is so weak that GAO had to provide an in- 
depth audit toencourage reforms in thebank'sapproach. While the bankincludo a 
brief exposHion of these weaknesses deep in its annual reports, the roportscondnue 
to use the oii flawed methodology'. What’s more, for every job that the bank can 
claim to have created, there ore numerous emplov’tes of uasubsidixed competing 
Anns that con claim to hav*e been hurt. The ongmng lawsuit between Delta Air Lines 
employees and the Ex-lm Bank is only one manifestadon of this economic reality. 

The bank does not substantially benefit small businesses, but disproportionately 
benefits large corporations such as Boeing and Genets) Electric Supporters like 
to point to the number of deals given out to small businesses, but in terms of dollar 
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amounts, h^gc multinational corporations are the clear winoers. Even the "small 
busineues" that the Ex-lm Bank claims to support are not exactly small the hank's 
definition of "small business" i> far more expansive than the one employed by most 
federal offices and can include businesses that earn up m $7 million in revenues 
each year. 

The bank cannot claim to level the playing field for US companies that compete 
against fereign-subsidiaed firms, either. The bank's own records report that only 30 
percent of die estimated export value in Us total portfolio goes toward dtix kind of 
activity. Even if the bank’s entire portfolio were turned to this purpose, this poutkm 
13 economically untenable. By subsidizing exports, the Ex lm Bank helps foreign 
consumers and buns American consumers, taxpayers, and borrowers. 

The bank cannot point to profits for taxpayers because its interna) reporting is 
significantly flawed, and CBO analyses show that the bank will actoally cost taxpay- 
ers billions of dollars over (he next decade. What's more, numerous audita by CBO. 
GAO, and the bank’s o^vn inspector general show that the Ex-Iro Bank's interna) risk 
management and accounting practices are woefully inadequate and leave taxpayers 
exposed to massive liabilities. 

The arguments for the Ex-(m Bank fail on each count. An entity that neglects 
to meet even its supporters’ own stated standards simply has no jusafication and 
no diim to reauthorizarion. The bank has longoutih'ed its original purpose and 
cannot meet rite standards of die new mi.s$ions that have been added to validate hs 
existence. The charter of the Export-Import Bank of the United States should be 
allowed to expire. 
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PREPARED STATEMENT OF LINDA MENGHETTI DEMPSEY 

Vice President, International Economic Affairs, National Association of 

Manufacturers 

June 2, 2016 

Chairmen Shelby, Ranking Member Brown, and Members of the Committee, 
thank you for the opportunity to testify today. I appreciate the chance to highlight 
on behalf of the National Association of Manufacturers (NAM) the importance of re- 
authorizing the U.S. Export-Import Bank to help manufacturers compete in the 
global marketplace that will enable them to support and sustain good-paying manu- 
facturing jobs throughout every State. 

The NAM is the Nation’s largest industrial association and voice for more than 
12 million women and men who make things in America. Manufacturing in the U.S. 
supports more than 17 million jobs, and in 2014, U.S. manufacturing output reached 
a record of nearly $2.1 trillion. It is the engine that drives the U.S. economy by cre- 
ating jobs, opportunity and prosperity. The NAM is committed to achieving a policy 
agenda that helps manufacturers grow and create jobs. Manufacturing has the big- 
gest multiplier effect of any industry and manufacturers in the United States per- 
form more than three-quarters of all private-sector R&D in the Nation — driving 
more innovation than any other sector. 

Importance of Exports to U.S. Manufacturing and Jobs 

Since its origin, the United States has recognized the importance of exports to 
promoting industrial and economic growth and supporting jobs. The ability of U.S. 
companies to export has also been a critical issue for the NAM since its founding. 
With 95 percent of consumers outside the United States and global demand for 
manufactured goods that far exceeds domestic demand, manufacturers in the United 
States need to win more sales overseas if they are going to sustain and grow oper- 
ations and employment. 

World trade in manufactured goods reached $11.8 trillion in 2013^ and greatly 
exceeds U.S. consumption of manufactured goods (domestic shipments and imports), 
which totaled $4.1 trillion in 2014. U.S. manufactured goods exports have more than 
doubled in the past decade, reaching a record $1.6 trillion in 2014. While that 
growth is impressive, U.S. manufacturers and exporters are facing an increasingly 
challenging global economy where growth has slowed. America lags behind many of 
its largest trading partners when it comes to exporting. U.S. exports comprised only 
9.5 percent of global trade in manufactured goods in 2013. We can and must do 
more to expand U.S. exports if we are going to grow manufacturing and the jobs 
it supports in the United States. 

The importance of exports to the bottom line for manufacturers across the United 
States is not a theoretical issue. More than 40 percent of respondents in a recent 
National Association of Manufacturers (NAM) survey cited exports as a primary 
driver of growth for their company. ^ Those survey respondents who were more posi- 
tive about their export potential over the next 12 months were also more optimistic 
in their company’s economic outlook, sales and capital spending plans. 

Nor are exports a theoretical issue for the workers employed in every State by 
our Nation’s manufacturers. As new export opportunities emerge overseas, manufac- 
turers in the United States are able to both sustain and create American jobs. Ac- 
cording to the latest figures from the U.S. Department of Commerce, every $1 bil- 
lion in exports creates or supports 5,796 jobs. 

Recently, exports have played a significant role in the ongoing manufacturing re- 
covery. Since the end of 2009, export-intensive sectors with substantial export 
growth have seen the largest job gains. U.S. manufactured goods exports support 
higher-paying jobs throughout the United States. Moreover, jobs supported by ex- 
ports pay, on average, 18 percent more than other jobs. ® Employees in the “most 
trade-intensive industries” earn an average compensation of nearly $94,000, or more 


I Data from the World Trade Organization Statistical Database, accessed on Jan. 29, 2015. 
Most recent data available. 

^Moutray, Chad, “^P^MilndustryWeek Survey: Manufacturers Bullish, But Frustrated With 
Washington”, IndustryWeek, June 9, 2014. See http:! I www.industryweek.com I global-economy ! 
namindustryweek-survey-manufacturers-hullish-frustrated-washington^page=l. 

3 David Riker, “Do Jobs in Export Industries Still Pay More? And Why?” International Trade 
Administration, U.S. Department of Commerce, July 2010, accessed at www.trade.gov t mas ! 
ian / build I groups ! public / ian ! documents I webcontent / tg ian 003208.pdf. 
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than 56 percent more than those in manufacturing companies that were less en- 
gaged in trade. 

Importance of Ex-Im Bank to Growing U.S. Exports 

One vital tool that thousands of manufacturers use to compete successfully in 
global markets is the Ex-Im Bank. The NAM strongly supports Ex-Im Bank’s mis- 
sion to support U.S. jobs through exports and views the Bank as one of the most 
important tools the U.S. Government has to help grow U.S. exports and jobs. 

The Export-Import Bank is essential to boosting exports of U.S. products. In 
EY2014, Ex-Im Bank enabled more than $27 billion in exports — leveraging about 
$20.5 billion in authorizations. Nearly 90 percent of those transactions directly sup- 
ported small businesses, with an estimated $5 billion in support for small business 
exporters. Eurthermore, the Bank has maintained its incredibly low default rate of 
through the recession and through several years of record growth. At the end of 
EY2014, the Bank’s default rate was less 0.2 percent. Notably, Ex-Im’s activities are 
already targeted and, by law, must not compete with private sector lending activity. 

Ex-Im Bank helped promote just under two percent of total U.S. exports in 
EY2014. While it does not need to finance the great majority of U.S. exports, it is 
considered vital in certain areas of significant growth, particularly for small- and 
medium-sized business exporters, long-term financing for large projects, sales to 
emerging markets, and sales to foreign State-owned entities. 

• Small- and Medium-Sized Business Exports. Ex-Im is vital to many and me- 
dium-sized businesses to enable them to start to export overseas. Small busi- 
nesses, both those that are direct exporters and those that supply domestically 
to larger U.S. exporters, will feel the blow if Congress fails to reauthorize Ex- 
Im Bank. Those companies that utilize Ex-Im Bank insurance programs to en- 
able their working capital will be faced almost immediately with a dilemma 
about how to pay their workers and make the mortgage payments on their fa- 
cilities, let alone consider growing and hiring. Suppliers whose U.S. customers 
lose out on large infrastructure, aerospace and energy projects overseas because 
they cannot bid without access to Ex-Im Bank will also see their orders shrink. 
Of the Bank’s 3,300 small business transactions in FY2014, 545 companies were 
first-time Ex-Im users. Ex-Im’s role in jump-starting new small- and medium- 
sized exporters is particularly important. 

•Many small- and medium-sized manufacturers across the country have turned 
to Ex-Im Bank to take advantage of new international trade opportunities and 
grow their workforce. Special Products & Mfg., Inc. (SPM) in Rockwall, Texas, 
is a second generation, family owned business that has grown — with the help 
of exports — from a small garage shop in the 1960s into a firm with more than 
200 machine operators, welders, assemblers, engineers and other associates in 
a 140,000 square foot state-of-the-art factory. Over the past several years, SPM 
has seized opportunities to expand their business into the world marketplace. 
From Europe to South America, SPM is exporting products ranging from new 
and improved gas station pumps to large steel enclosures for drill rig drives. 
SPM also supplies many companies like General Electric and Caterpillar, and 
SPM’s Chief Operator Officer Ed Grand-Lienard made the trip to Washington 
earlier this year to let Congress know that the future of American manufac- 
turing is in jeopardy of being seriously hurt if the Ex-Im Bank is not reauthor- 
ized. This company is just one of the many small businesses that have reaped 
the benefits of expanded market access and tools like Ex-Im Bank, and the 
NAM would be happy to provide others to the Committee. 

• Long-Term Project Finance. Ex-Im Bank, like foreign export credit agencies 
(ECAs), has taken on an increasingly important facilitation role for export fi- 
nancing as the role of commercial banks in financing long-term projects con- 
tinues to shrink in the wake of the financial crisis. U.S. regulatory guidelines 
that favor domestic receivables over foreign sales, ® implementation of Basel III 


^Calculations From the Manufacturers Alliance for Productivity and Innovation (MAPI) Foun- 
dation, using 2013 input output data from the Bureau of Economic Analysis, accessed at 
www.themanufacturingitistitute. org (Research (Facts (About-Manufacturing ( Foreign-Trade-and- 
Investment ( Impact-on-Compensation ( Impact-on-Compensation.aspx. 

^Office of the Comptroller of the Currency, Treasury Department, Comptroller’s Handbook, 
at 17-18, accessed at http: (( wivw.occ.gov ( publications ( publications-by-type ( comptrollers-hand- 
book ( pub-ch-asset-based-lending.pdf. 
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rules® and the European sovereign debt crisis'^ have all impacted the ability 
and appetite of banks to participate in long-term export financing projects at 
competitive rates. While some banks have been able to restore effectively their 
balance sheets, commercial bank participation in long-term, high-volume fund- 
ing (tenors longer than 10 years and over a few hundred million dollars) re- 
mains highly selective. Many experts — including top executives from U.K. Ex- 
port Finance (UKEF), Korea Trade Insurance Corporation (K-Sure) and Deut- 
sche Bank — suggest that Basel III will continue to constrain commercial banks 
from playing a significant role as long-term funders of large-scale projects and 
other sales. ® As a result, EGAs are increasingly a driving force for large-scale, 
long-term projects — particularly projects in the infrastructure, energy and aero- 
space sectors.® Infrastructure Journal data show that EGA lending activity in 
commercial project finance transactions increased threefold from less than $10 
billion in 2009 to more than $30 billion projected for 2013, and EGAs are pro- 
viding the only project finance available in some markets. In particular, Japan 
Bank for International Gooperation (JBIG) is a global leader for energy and in- 
frastructure project finance and Korea EximBank is rising in prominence, 
particularly in its priority energy sector. 

• Emerging Markets. Many U.S. -based lenders also turn to Ex-Im to mitigate geo- 
political and collateral risk in an effort to provide viable trade financing solu- 
tions for exporters. Without Ex-Im, many private lenders have limited options: 
opt not to finance otherwise viable export activity in emerging markets, charge 
rates that are uncompetitive globally or place limits on the overall amount of 
financing to particular emerging markets. Ex-Im Bank, for example, offers 
medium- and long-term guarantees that provide flexible lender financing op- 
tions for buyers of U.S. capital goods and services. Ex-Im also supports commer- 
cial banks through letter of credit (LG) confirmations that reduce a bank’s risks, 
offering private sector lenders greater flexibility in working with their client 
base. 

• Government and State-Owned Enterprise (SOE) Transactions. U.S. exporters 
from a broad number of sectors increasingly are selling to foreign Governments 
and State-owned entities. Be it medical equipment sales to foreign State-owned 
hospitals, power generation equipment to foreign State-owned utilities or com- 
munications satellites to foreign Governments for national mobile satellite sys- 
tems, such sales support greater exports and jobs in the United States, but are 
difficult to win. In some cases, the foreign purchaser favors suppliers with a 
Government entity on the other side of the table. In other cases, like a nuclear 
power plant project overseas, an EGA lending option is a requirement to partici- 
pate in the initial bidding phase — even if the customer ultimately opts for an- 
other financing option. While the Governments of most of the United States’ 
major trading partners are willing to oblige, Ex-Im is the only Government enti- 
ty able to play such a role for U.S. exporters. Without Ex-Im’s presence, U.S. 
exporters simply would not be eligible to compete for many of these substantial 
foreign sales. 

In short, while Ex-Im’s role is relatively small compared to the overall size of U.S. 
exports, it plays an outsized and highly important role in opening the door to U.S. 
exports for certain types of transactions where U.S. exporters continue to see sub- 
stantial growth opportunities. 


® Basel Committee on Banking Supervision, “Basel III: A Global Regulatory Framework for 
More Resilient Banks and Banking Systems”. December 2010, accessed at http://www.bis.org/ 
puhl / bcbsl89.pdf. 

'^Berne Union Yearbook 2012 at 55, accessed at http://www.berneunion.org/wp-contenl/ 
uploads / 2013 / 10/ BemeUnion-Yearbook-2012.pdf — Quoting Steve Tvardek, Head of the OECD 
Export Credits Division, OECD. 

®Berne Union Yearbook 2014 at 66, accessed at http:/ / www.berneunion.org / wp-content / 
uploads /2012 / 10 / BerneUnion-80-Yearbook-2014.pdf. 

®See, e.g., “Power Shift: The Rise of Export Credit and Development Finance in Major 
Projects”. November 2013; Baker and McKenzie with Infrastructure Journal, accessed at http:/ / 
www.bakermckenzie.com /files / Publication / 7dc07b54-651f-4168-9c81-0abdfdc432ca / Presen- 
tation / PublicationAttachment / 6943f6ae-5718-42f8-a587-9a06c65902d7 / 
fc global powershift_novl3.pdf. 

“Power Shift: The Rise of Export Credit and Development Finance in Major Projects” 
[20131. 

“Filling the Funding Gap — Korea Eximbank”, Project Finance International (March 2013), 
accessed at http: / / www.pfie.com / filling-the-funding-gap-%E2%80%93-korea-eximbank / 

2107 1929.article. 
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The Global Export Credit Dimension 

One of the significant roles that the Ex-Im Bank plays is aiding U.S. exporters 
and their workers to compete in a global economy that is characterized by dramati- 
cally increasing export credit assistance provided by Governments in Europe, Asia, 
and Latin America. As detailed in a study released by the NAM in 2014, The Global 
Export Credit Dimension: The Size of Foreign Export Credit Agencies Compared to 
the United States (2014), there are more than 60 EGAs worldwide and the EGAs 
of our top nine trading partners — Brazil, Canada, China, France, Germany, Japan, 
Mexico, South Korea, and the United Kingdom — provided nearly half a trillion dol- 
lars in annual export support. Other key findings of that report include: 

• The EGAs of China, Japan, South Korea, and Germany are already individually 
larger than the Ex-Im Bank, and all of the nine major foreign EGAs are larger 
as a share of their countries’ GDP than the Ex-Im Bank is compared to U.S. 
GDP; 

• China’s primary EGA provides more than five times the assistance than the 
U.S. Ex-Im Bank does; 

• Major foreign EGAs, including those in Germany, China, and Canada, are ex- 
panding exports more successfully than the Ex-Im Bank. The Ex-Im Bank sup- 
ported 2.42 percent of total U.S. exports in 2013, while Germany (3.63 percent), 
China (12.50 percent), and Canada (20.29 percent) helped to support even more 
international sales; 

• Foreign ECA activity grew sharply in several major countries, including China, 
South Korea, and Canada, between 2005 and 2013; and 

• Official ECA activity is particularly critical to key and growing manufacturing 
sectors of the global economy, including infrastructure and transportation 
where manufacturers in the United States are well positioned to grow in related 
exports if competitive financing is available. 

While the United States is a relatively small player in ECA activity, it has worked 
intensively to negotiate strong rules to eliminate market distortions and subsidies 
that oftentimes characterize foreign EGAs. In particular, the United States has led 
efforts to bring developed country members of the Organization for Economic Co- 
operation and Development (OECD) and non-OECD countries to the negotiating 
table. Largely as a result of U.S. leadership over several decades, most of the 
OECD’s industrialized countries have agreed to uniform standards for fair and com- 
mercially based ECA lending. Sector-specific arrangements have also been nego- 
tiated to provide even stricter discipline on ECA financing related to ships, nuclear 
power, aircraft, renewable energy, climate change mitigation, and water projects, 

Work with non-OECD countries has been more difficult and that is where the 
greatest concern about subsidized ECA financing lies. The United States has worked 
intensively to undertake negotiations with key developing countries to agree to oper- 
ate their EGAs based only on commercial considerations. As a result of U.S. efforts, 
18 major providers of export credits have been invited to participate in the Inter- 


NAM, “The Global Export Credit Dimension: The Size of Foreign Export Credit Agencies 
Compared to the United States” (2014), accessed at http:/ lwww.nam.org I uploadedFiles/ NAM / 

Site Content / Issues / Global%20Export%20Credit%20Dimension%20Web.pdf; see also NAM, 

“Forfeiting Opportunity: Ex-Im Bank Reauthorization Is Essential for Manufacturers To Com- 
pete Globally in the Face of Massive Foreign Export Credit Financing” (2014), accessed at 

http: / / www.nam.org / uploadedFiles /NAM / Site Content / Issues / 

Forfeiting%200pportunity%20Web.pdf. 

Members include Australia, Austria, Belgium, Canada, Chile, Czech Republic, Denmark, 
Estonia, Finland, France, Germany, Greece, Hungary, Iceland, Ireland, Israel, Italy, Japan, Lux- 
embourg, Mexico, Netherlands, New Zealand, Norway, Poland, Portugal, Slovak Republic, Slo- 
venia, South Korea, Spain, Sweden, Switzerland, Turkey, United Kingdom, and United States. 
OECD, “Members and Partners”, accessed at http://www.oecd.org/about/membersandpartners. 

^“^Most prominently, OECD members developed the “Arrangement on Officially Supported Ex- 
port Credits” (ECA Arrangement) that sets out financial disciplines for standard export credits 
and for export credits for certain sectors that reduce and eliminate potential market distortions. 
In particular, the EGA Arrangement — which has been agreed to by Australia, Canada, the Euro- 
pean Union, Japan, New Zealand, Norway, South Korea, Switzerland, and the United States, 
emphasizes that OECD ECAs should be competing “on quality and price of goods and services 
exported rather than on the most favorable officially supported terms”. OECD, “Official Export 
Credit Agencies”, accessed at http:/ / www.oecd.org / tad / xcred / eca.htm\ see also, OECD, “Official 
Export Credit Agencies”, accessed at http:/ / www.oecd.orq/tad/xcred/eca.htm. 

^®OECD, “Official Export Credit Agencies”, accessed at http://www.oecd.org/tad/xcred/ 
eca.htm. 

^^The 18 participants are 9 participants in the OECD arrangement (Australia, Canada, the 
European Union, Japan, New Zealand, South Korea, Switzerland, and the United States) and 
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national Working Group on Export Credits (IWG), which held its first meeting in 
November 2012 and has met several times. Work is slow as many non-OECD par- 
ticipants have been “cautious” and not clearly committed to the process. 

The U.S. Ex-Im Bank’s role, while small in the global economy, is critical to many 
thousands of exporters. Failing to reauthorize Ex-Im is tantamount to unilateral 
disarmament and will also negate U.S. leadership in seeking to eliminate foreign 
EGA market distortions and subsidies. 

Time Is of the Essenee 

Last fall, Congress extended Ex-Im Bank’s authorization through June 30, 2015. 
Manufacturers need Congress to act quickly on legislation to provide a long-term re- 
authorization of Ex-Im Bank. Reliable access to export financing is a vital part of 
being globally competitive, and the Ex-Im Bank has taken on even greater signifi- 
cance in today’s turbulent financial environment. Manufacturers in the United 
States — and their customers overseas — operate based on long-term plans that often 
involve multiyear projects in which the Ex-Im Bank is a critical partner. Without 
the certainty of a long-term Ex-Im reauthorization, U.S. exporters have already 
been put at a significant disadvantage, which will hamper growth here at home and 
result in lost opportunities for American workers and businesses. 

If Congress fails to enact quickly a long-term reauthorization of Ex-Im Bank, 
manufacturers will be forfeiting opportunities to competitors overseas and, thereby, 
risk the loss of not just of exports, but of manufacturing growth and good-paying 
jobs in every State. 

• If the Ex-Im Bank is not reauthorized, tens of billions of dollars in U.S. exports 
will be put at risk annually. Manufacturers overseas will increasingly win for- 
eign sales that could have been won by manufacturers in the United States. 
The loss of U.S.-manufactured exports will be at the expense of thousands of 
manufacturers in the United States and hundreds of thousands of American 
workers who rely on Ex-Im services to boost their export sales. 

• Weakening America’s export competitiveness will be particularly damaging in 
the face of intense and growing global competition that has already resulted in 
a substantial decline in America’s share of the global manufacturing market. 

• Even greater manufacturing export opportunities will be lost on an annual basis 
as trade expands and U.S. exporters effectively cede foreign sales. The loss of 
new export opportunities will be particularly severe for small- and medium- 
sized businesses and for exports to emerging markets and infrastructure sectors 
where growth is expected to be strongest. 

Time is of the essence. The uncertain future of the Ex-Im Bank is already putting 
U.S. export sales as risk. 

Conclusion 

There is broad support for Ex-Im Bank’s reauthorization from job-creators across 
the country. Over the past year, more than 83,000 letters from manufacturers, ex- 
porters, and constituents have been sent to you and your colleagues. In February, 
more than 700 people from 41 States — representing a broad spectrum of manufac- 
turing sectors and along the breadth of the supply chain — came to Washington, DC, 
to ask their Members of Congress to support a long-term reauthorization of Ex-Im 
Bank. This week, the NAM is hosting its annual Manufacturing Summit in Wash- 
ington and hundreds of NAM members are here to advocate for policies — including 
the long-term reauthorization of Ex-Im Bank — that benefit manufacturers in the 
United States. 

The Ex-Im Bank is a targeted tool and a last resort that enables U.S. businesses 
to find a foothold in an increasingly competitive marketplace. Failure to reauthorize 
the Ex-Im Bank is already creating uncertainty that is putting U.S. exports at risk. 
The failure to reauthorize the Ex-Im Bank will have even greater, more lasting and 
more damaging effects on manufacturers of every size throughout out the United 
States, threatening tens of billions of dollars in export sales as well as the security 


9 non-OE CD members (Brazil, China, India, Indonesia, Israel, Malaysia, Russian Federation, 
South Africa, and Turkey). 

“Report on Export Credit Negotiations”, U.S. Department of the Treasury, December 2013. 
The IW(j held two full meetings (hosted by China in May 2013 and the European Union in Sep- 
tember 2013) and one technical meeting (hosted hy Germany in March 2013); European Com- 
mission, Report from the Commission to the European Parliament and the Council — Annual Re- 
port on negotiations undertaken by the Commission in the field of export credits, in the sense 
of Regulation (EU) No. 1233/2011 (May 28, 2014), accessed at http:! I eur-lex.europa.eu! legal- 
content ! EN ! TXT! ?uri=COM:2014:299:FIN. 
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of hundreds of thousands of American jobs that depend directly or indirectly on the 
Ex-Im Bank’s export financing. I urge you to move forward quickly on a long-term 
reauthorization for Ex-Im Bank to enable it to effectively fulfill its principal mission 
of supporting U.S. jobs through exports. 

Thank you, Chairmen Shelby and Ranking Member Brown for holding this hear- 
ing and for providing me the opportunity to testify on the importance of a long-term 
reauthorization of the Export-Import Bank to our Nation’s manufacturers. 


PREPARED STATEMENT OF MICHAEL R. STRAIN 

Deputy Director of Economic Policy Studies, American Enterprise Institute 
FOR Public Policy Research 

June 2, 2015 

Chairman Shelby, Ranking Member Brown, and Members of the Committee, 
thank you for the opportunity to appear before you today to discuss the Export-Im- 
port Bank of the United States. It is an honor. 

I do not believe that the Export-Import Bank should be reauthorized. I will spend 
the next few minutes outlining why, with a special focus on the Ex-Im Bank’s im- 
pact on jobs. 

Jobs in a General Economy 

In a healthy economy — one characterized by full employment — the Ex-Im Bank, 
an open-ended export credit agency that is properly described as offering export sub- 
sidies to selected firms, does not create jobs. This stands in stark contrast to the 
rhetoric of some of the Ex-Im Bank’s supporters. But it is the correct conclusion, 
at least to a first approximation, for informing the Committee as it debates the ap- 
propriate course of action for the Ex-Im Bank. i 

Imagine an economy like ours, with some firms that export goods abroad and 
many more firms that sell only within the United States. All labor resources are 
utilized. The Government enters and subsidies the exporting firms. This will surely 
help those firms, and may even increase the number of jobs those firms can support. 
But as labor resources were already fully employed, these new jobs must come from 
somewhere. What the export subsidy is doing, in effect, is shifting jobs from firms 
that do not export to those that do. ^ This does not increase employment on the 
whole. 

Jobs in an Economy Without Full Employment 

Now, it must be said that there is considerable debate among economists as to 
whether the U.S. economy is currently characterized by full emplo 3 mient. Many 
economists believe we are quite close to full employment, but I am not among them. 
Despite a rate of unemployment that is rapidly approaching one at which the Fed- 
eral Reserve may be properly concerned about inflation, it is still the case that em- 
ployment rates among prime-age workers have not fully recovered from the Great 
Recession, the level of involuntary part-time work remains elevated, and wage 
growth is unsatisfactory. 

In such an environment, it can be argued that export credit may help support 
jobs. To this argument 1 have three replies. The first is that the Congress should 
not reauthorize a permanent export credit agency in order to achieve the temporary 
goal of tightening a slack labor market. Monetary and fiscal policy are much better 
tools to tighten the labor market. The second is that even if the Congress chooses 
to offer financing to selected sectors to support employment, exports would not be 
high on the list of firms or industries to target. Finally, failing to reauthorize the 
Ex-Im Bank would not immediately terminate its existing financing arrangements, 
and the lives of those arrangements will likely run longer than our current labor 
market conditions. 

The Economy as a Whole: General Equilibrium Concerns 

I will now turn from the employment impacts of the Ex-Im Bank to considerations 
of the broader economy. Textbook models of international trade for a large economy 


The views expressed in this statement are those of the author. The American Enterprise Insti- 
tute for Public Policy Research does not hold institutional positions on any issues. 

I Economist David P. Baron puts it succinctly in his book The Export-Import Bank: An Eco- 
nomic Analysis (Academic Press, 1983): Employment objectives “do not provide a sufficient jus- 
tification for Eximbank [Ex-Im Bank] programs”. 

^ Congressional Budget Office, “The Benefits and Costs of the Export-Import Bank Loan Sub- 
sidy Program”, March 1981. 
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such as the United States predict that export subsidies will lower national welfare — 
will make the United States worse off-relative to a situation without the subsidies. 
In contrast, some (though far from all) more complicated models set in an oligop- 
olistic market environment featuring particular forms of strategic competition do 
find situations in which export subsidies can make the Nation better off. ^ 

A unifying feature of these models, however, is that the Government’s policy to- 
wards exports requires an incredible amount of knowledge that the Government al- 
most surely does not possess in reality. 

To illustrate this, consider some general equilibrium effects of a simple subsidy. * 
Much discussion of the Ex-Im Bank focuses on partial equilibrium effects — on the 
effects of the Ex-Im Bank on a single market, or on a single set of firms. But eco- 
nomic policy, including the decisions of the Ex-Im Bank, can affect many firms and 
many markets, and so general equilibrium considerations must be taken into ac- 
count by the Congress when deciding whether to allow the Ex-Im Bank to continue 
providing export credit. 

An export subsidy will give subsidized firms an advantage over their foreign com- 
petitors, increasing the demand for those firms’ output. But this, in turn, will in- 
crease the demand for inputs to production among the subsidized firms, increasing 
the price of those resources faced by other sectors, and putting firms in those sec- 
tors — sectors that do not receive export credit — at a disadvantage relative to a situa- 
tion without the export subsidy. 

Even if the subsidy helps firms that receive it, then, the subsidy may hurt the 
overall economy. It is hard to imagine how the Government could understand all 
the interlocking parts of the economy well enough to know whether the subsidy is 
a net positive for the United States. The existence of capital market deficiencies and 
imperfections and the export-credit behavior of foreign Nations do not nullify gen- 
eral-equilibrium concerns about information and uncertainty. 

Political Economy Concerns 

Political economy presents other concerns as well. The default assumption should 
be that well-connected, influential corporations will be in a better position to exer- 
cise influence over whether they receive Ex-Im Bank financing than other, less-con- 
nected corporations. The default assumption should not be that political connections 
will not play a role in which firms receive export credit. ® This creates important 
issues that the Congress cannot ignore. 

Conclusion: “Corporate Welfare” and Trade Policy 

To conclude, let me offer three final thoughts. First, it is reasonable to describe 
the Ex-Im Bank as dispensing so-called “corporate welfare”. But the Ex-Im Bank is 
hardly the chief offender. After the Ex-Im Bank’s fate is resolved, the Congress 
should oppose “crony capitalism” in other sectors of the economy (where its mag- 
nitude is often larger) as vigorously. 

Second, in the realm of trade policy, future negotiations and arrangements should 
stress the need for foreign Nations to limit export credit. 

Finally, supporters of the Ex-Im Bank have a reasonable argument that there 
may be times when limited, temporary, strategic trade policy may be appropriate. 
But such policy should address specific, identifiable actions of foreign Governments 
or other strategic goals in a targeted way. It should not be left to an open-ended 
export credit agency such as the Ex-Im Bank. 

But regardless of progress on these three fronts, the Ex-Im Bank should not be 
reauthorized. 


^See, for example: James A. Brander and Barbara J. Spencer, “Export Subsidies and Inter- 
national Market Share Rivalry”, Journal of International Economics, vol. 18, 1985. Avinash 
Dixit, “International Trade Policy for Oligopolistic Industries”, Economic Journal, vol. 94, sup- 
plement: conference papers, 1984. Jonathan Eaton and Gene M. Grossman, “Optimal Trade and 
Industrial Policy Under Oligopoly,” Quarterly Journal of Economics, vol. 101, no. 2, May 1986. 
For an excellent overview of this literature, see Robert C. Feenstra, “Advanced International 
Trade: Theory and Evidence”, Princeton University Press, 2004. 

4 Of course, the Government also requires other knowledge in addition to that of general equi- 
librium effects to ensure that export subsidies are welfare improving. The type of competition 
in the industry, the appropriate design of the subsidy, and the reaction of other Nations, to 
name a few, can be very difficult things for the Government to know. 

^For example, Kishore Gawande and Usree Bandyopadhyay, “Is Protection for Sale? Evidence 
on the Grossman-Helpman Theory of Endogenous Protection”, Review of Economics and Statis- 
tics, vol. 82, no. 1, February 2000. 



96 


PREPARED STATEMENT OF JOHN G. MURPHY 

Senior Vice President for International Policy, U.S. Chamber of Commerce 

June 2, 2015 

The U.S. Chamber of Commerce is the world’s largest business federation rep- 
resenting the interests of more than three million businesses of all sizes, sectors, 
and regions, as well as State and local chambers and industry associations. 

More than 96 percent of Chamber member companies have fewer than 100 em- 
ployees, and many of the Nation’s largest companies are also active members. We 
are therefore cognizant not only of the challenges facing smaller businesses, but also 
those facing the business community at large. 

Besides representing a cross-section of the American business community with re- 
spect to the number of employees, major classifications of American business — e.g., 
manufacturing, retailing, services, construction, wholesalers, and finance — are rep- 
resented. The Chamber has membership in all 50 States. 

The Chamber’s international reach is substantial as well. We believe that global 
interdependence provides opportunities, not threats. In addition to the American 
Chambers of Commerce abroad, an increasing number of our members engage in the 
export and import of both goods and services and have ongoing investment activi- 
ties. The Chamber favors strengthened international competitiveness and opposes 
artificial U.S. and foreign barriers to international business. 

Positions on issues are developed by Chamber members serving on committees, 
subcommittees, councils, and task forces. Nearly 1,900 businesspeople participate in 
this process. 

Chairman Shelby, Ranking Member Brown, and distinguished Members of the 
Committee, my name is John Murphy, and I am Senior Vice President for Inter- 
national Policy at the U.S. Chamber of Commerce (Chamber). I am pleased to testify 
today on the importance of reauthorizing the Export-Import Bank of the United 
States (Ex-Im), the charter for which will lapse on June 30. The Chamber is the 
world’s largest business federation, representing the interests of more than 3 million 
businesses of all sizes, sectors, and regions, as well as State and local chambers and 
industry associations. 

Ex-Im is one of the most important tools at the disposal of U.S. companies to level 
the pla 3 dng field for trade finance as they seek to increase exports and create jobs 
at home. The benefits of its programs to the U.S. economy are plain: In fiscal year 
2014, Ex-Im provided financing or guarantees for $27.5 billion in U.S. exports, 
thereby supporting more than 164,000 American jobs. 

Last year alone, the volume of exports supported by Ex-Im was more than all U.S. 
merchandise exports to Italy, India, or Australia. It was also more than the total 
merchandise exports of Alabama and more than the merchandise exports of Arkan- 
sas, Idaho, Nebraska, and South Dakota combined. 

Ex-Im is especially important to U.S. small- and medium-sized businesses, which 
account for nearly 90 percent of Ex-Im’s transactions. In addition to these direct 
beneficiaries, tens of thousands of smaller companies that supply goods and services 
to large exporters also benefit from Ex-Im’s activities. 

Competitiveness at Stake 

Unilateral disarmament is rarely a good idea, but this is precisely what refusing 
to reauthorize Ex-Im would accomplish. The Organization for Economic Cooperation 
and Development (OECD) reports that the 79 official export credit agencies (ECAs) 
worldwide have extended more than $1 trillion in trade finance in recent years. 

Every major trading Nation has at least one official ECA. The ECAs of the world’s 
other top trading Nations provided 18 times more export credit assistance to their 
exporters than Ex-Im did to U.S. exporters last year, according to a recent report 
prepared by the National Association of Manufacturers with data and analysis from 
the Economist Intelligence Unit. 

However, the competitive challenge is even more daunting in the developing 
world. ECAs in developing countries, which in most cases do not abide by the rules 
of the OECD Arrangement on Officially Supported Export Credits, provide far more 
export financing on much more generous terms than Ex-Im does. 

This was especially pronounced during and immediately after the 2008-2009 fi- 
nancial crisis: In 2008, China’s ECAs provided Chinese exporters 17 times more ex- 
port credit as a share of GDP than Ex-Im did for U.S. exporters. As late as 2010, 
Chinese and Brazilian ECAs provided 10 times more financing to domestic exporters 
as a share of GDP than Ex-Im did. Even today, ECAs based in China, India, and 
Brazil far outpace Ex-Im in lending volumes. 

Some critics contend that closing Ex-Im would set an example for others, or that 
negotiations could then induce other countries to close their ECAs. This is pure fan- 
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tasy. In discussions at the OECD and in other fora, Governments from Germany 
to China have shown zero interest in shuttering their ECAs. 

Even the conservative Government of Canada, which is widely recognized for its 
free-market, free-trade approach to economic policy, has shown no interest in plac- 
ing new limits on its ECA. In fact, Canada’s equivalent of Ex-Im (Export Develop- 
ment Canada) provided 30 times more export finance to its exporters than Ex-Im 
does to U.S. firms, relative to the size of its economy. 

The fact that the Treasury has not been able to negotiate an agreement to wind 
down other countries’ ECAs is not a valid reason to penalize U.S. exporters and the 
workers they employ. U.S. companies produce many of the world’s best goods and 
services, but without Ex-Im they would often find themselves at an unfair disadvan- 
tage when competing with foreign enterprises backed by official export credit agen- 
cies. For the United States not to have an operating ECA would put U.S. exporters 
at an absolutely unique disadvantage. 

A Key Tool for Small Businesses 

These realities play out differently for various sectors and industries. The chal- 
lenge is especially poignant for small businesses as commercial banks often refuse 
to accept foreign receivables as collateral for a loan without an Ex-Im guarantee. 

For example. Bridge to Life Solutions in Columbia, South Carolina, provides state- 
of-the-art cold storage organ transplant solutions. As John Bruens, Chief Commer- 
cial and Business Development Officer for Bridge to Life, explains: “Without Ex-Im, 
I would have to tell my customers, ‘prepay everything up front, or we can’t do busi- 
ness.’ ” By purchasing credit insurance from Ex-Im for the firm’s foreign receivables, 
Bridge to Life has been able to extend credit terms to its international customers. 

Indeed, buyers overseas increasingly expect vendors to offer financing. Without 
Ex-Im’s accounts receivables insurance and lines of credit, many U.S. small busi- 
nesses would be unable to extend terms to foreign buyers and would have to ask 
for cash-in-advance. In such a case, the business will most likely go to a firm from 
another country that benefits from ECA support. 

Similarly, Eagle Labs in Rancho Cucamonga, California, uses Ex-Im’s credit in- 
surance to insure orders for surgical equipment for cataract surgery. Michael De 
Camp, Vice President of International Sales for Eagle Labs, explains that despite 
receiving consistent payment from foreign customers, local banks would not extend 
credit to Eagle Labs based on uninsured accounts. Once Eagle Labs secured Ex-Im 
credit insurance, the firm was able to secure a line of credit from a private bank, 
bought the capital equipment it needed, doubled its sales, and doubled its workforce. 

Head to Head; Exports of Capital Goods 

Looking beyond small- and medium-sized businesses, it is par for the course for 
expensive capital goods such as Canadian planes, Chinese trains, and Russian nu- 
clear reactors to be sold worldwide with unashamed backing from these firms’ na- 
tional ECAs. For example. South African railway Transnet last year put out a bid 
for 466 diesel electric locomotives at a total contract price of $750 million. As is com- 
mon in such bids, one requirement was that the supplier must finance a significant 
portion of the transaction. 

Backed by ag^essive export financing provided by China’s export credit agency, 
Chinese locomotive manufacturers won half the order. In March 2014, General Elec- 
tric won the order for the other 233 locomotives — but only because Ex-Im support 
was available to level the financial playing field. Without Ex-Im, GE would have 
lost the entire order — with real world consequences for workers at its Erie, Pennsyl- 
vania plant. 

This kind of story plays out time again with capital goods. Last month, Reuters 
reported on another $350 million deal to build locomotives for sale in Angola that 
would be lost if Ex-Im’s charter is allowed to lapse, endangering 1,800 jobs. 

Foreign infrastructure opportunities are another area where ECA support is in- 
cluded in bidding requirements. Closing Ex-Im would shut major American export- 
ers out of huge business opportunities overseas because ECA support is often re- 
quired for a company even to bid on overseas infrastructure projects. The New York 
Times reported last month that a $668 million drinking water project in Cameroon 
will go not to U.S. vendors but to their Chinese competitors if Ex-Im is not reauthor- 
ized. 

The Nuclear Power Sector: A Case in Point 

Nuclear power is another sector where the fate of Ex-Im will have a major impact. 
According to the Nuclear Energy Institute, five nuclear power plants are under con- 
struction in the United States, but 61 new plants are under construction overseas. 
An additional 165 plants are in the licensing and advanced planning stages — nearly 
all abroad. NEI explains: 
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Over the next decade, exports of up to 15 new nuclear plants could hinge 
on the availability of Ex-Im Bank products. At roughly $3 billion to $5 bil- 
lion per plant, the projects represent a potential $45 billion to $75 billion 
in U.S. exports in need of Ex-Im Bank support. Four nuclear power 
projects — including up to seven plants — are already in Ex-Im Bank’s project 
pipeline. These projects represent $21 billion to $35 billion in potential 
business that could become committed orders within the next 2-3 years 

Export credit agency support is almost always a bidding requirement for 
international nuclear power plant tenders [emphasis added]. Ex-Im Bank is 
therefore vital to the success of U.S. exports even in cases where the cus- 
tomer ultimately elects not to use Ex-Im financing. Without Ex-Im Bank, 

U.S. commercial nuclear suppliers would suffer a major competitive dis- 
advantage or be excluded for failure to meet tender requirements . . . 

U.S. suppliers of nuclear technology, equipment and services compete 
against a growing number of foreign firms — many of which are State-owned 
and benefit from various forms of State support. All foreign nuclear energy 
competitors are backed by national export credit agencies or other State fi- 
nancing. 

Refusing to reauthorize Ex-Im would put U.S. companies selling expensive capital 
goods such as aircraft, locomotives, turbines, and nuclear power plants at a unique 
competitive disadvantage because their foreign competitors all enjoy ample financ- 
ing from their home-country export credit agencies — enough to easily knock U.S. 
companies out of the competition. For some industries, executives will face the ques- 
tion of whether to shift production to locations where EGA support is available. 

Nor does Ex-Im force commercial banks out of the trade finance business. In a 
recent joint letter to congressional leaders expressing strong support for Ex-Im, the 
Bankers Association for Finance and Trade (BAFT) and the Financial Services 
Roundtable (FSR) explained that Ex-Im “cannot be replaced solely by the private 
sector.” “Balance sheet constraints (arising from prudential capital and liquidity re- 
quirements, among other factors) along with institutional credit, country and 
counterparty limitations” are among the factors that limit the ability of commercial 
banks to provide export finance. 

The associations added: “An Ex-Im Guarantee does not make a bad deal ‘bank- 
able’ . . . commercial banks share the risk on transactions with Ex-Im and so would 
not enter into arrangements where the risk trumps the viability of the deal.” 

No Cost to the Taxpayer 

Ex-Im operates at no cost to the American taxpayer and has amassed a $4 billion 
loan-loss reserve that provides more than adequate protection against losses. The 
fact that Ex-Im loans are backed by the collateral of the goods being exported is 
the principal bulwark against losses. Ex-Im’s overall active default rate in recent 
years has hovered below one-quarter of 1 percent and stood at 0.167 percent as of 
March 31, 2015. 

Ex-Im charges fees for its services that have generated billions of dollars in rev- 
enue for the U.S. Treasury. In fact, Ex-Im has sent to the Treasury $7 billion more 
than it has received in appropriations since 1990. This figure comes from Ex-Im’s 
annual report, which uses the accounting method required by law. Contrary to 
rumor, the Congressional Budget Office (CBO) has never denied that Ex-Im con- 
tinues to generate a “negative subsidy,” i.e., it is a net contributor of revenue to the 
Treasury. 

Using an alternative “fair- value” accounting method, CBO last year produced an 
estimate that Ex-Im might impose costs on the Treasury over the next decade. How- 
ever, this alternative accounting rests on questionable assumptions. For instance, 
this scenario assumed Ex-Im would extend loans at a level nearly 40 percent higher 
than it did last year, even though the Bank’s lending has been declining steadily 
as the financial crisis of 2008-2009 recedes. Moreover, in 2012, CBO released a 
similar report in which it estimated that Ex-Im would generate a “negative subsidy” 
for taxpayers even under the fair-value methodology. It is unclear what changed in 
CBO’s approach. 

According to the Merriam-Webster Dictionary, a subsidy is “money that is paid 
usually by a Government to keep the price of a product or service low.” As noted, 
Ex-Im provides no such subsidy; on the contrary, the fees it charges have risen in 
recent years. In the aircraft sector, a new 2011 multilateral agreement doubled the 
fees for export credit financing, thereby addressing the concern that some export 
credit financing was below market rates. 
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Some critics charge that Ex-Im picks winners and losers, skewing the market- 
place. On the contrary, Ex-Im extends loans and guarantees to all applicants that 
meet its strict lending requirements but does so only when commercial credit is un- 
available or when it is necessary to counteract below-market credit from foreign 
EGAs. Ex-Im also acted to fill the void when the availability of private-sector trade 
finance fell by 40 percent during the 2008-2009 financial crisis. 

At times Ex-Im’s opponents have attempted to tie it to unsavory customers over- 
seas. In the Chamber’s view, this is an attempt to divert attention from the true 
beneficiaries of Ex-Im — the tens of thousands of American workers whose jobs de- 
pend on the Bank’s support for their exports. Their voice must be heard in this de- 
bate. 

Conclusion 

The breadth and depth of support for Ex-Im’s reauthorization across the business 
community is impressive. With Americans overwhelmingly focused on the need to 
generate economic growth and good jobs, business owners are perplexed by the cam- 
paign against Ex-Im. In particular, the thousands of small businesses that depend 
on Ex-Im to be able to access foreign markets are stunned at the threat that Wash- 
ington could let its charter lapse. 

Ex-Im does not skew the playing field — it levels it for U.S. exporters facing head- 
to-head competition with foreign firms backed by their own EGAs. Ex-Im doesn’t 
pick winners and losers — but refusing to reauthorize Ex-Im is picking foreign com- 
panies as winners and U.S. exporters as losers. 

Ex-Im’s critics need to take a broader look at the global economy and the serious 
threats to U.S. industrial competitiveness — including in many national security-sen- 
sitive sectors. America’s modestly scaled, properly limited Ex-Im Bank plays a vital 
role in this context. 

The Ghamber appreciates the opportunity to provide these comments to the Gom- 
mittee. We are committed to working with Gongress to secure Ex-Im’s reauthoriza- 
tion before June 30. 
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Introduction 

Ghairman Shelby, Ranking Member Brown, Members of the Gommittee, it is a 
great pleasure to have been invited to share my “Perspectives on the Export-Import 
Bank of the United States” with you today. My intention is to focus primarily on 
the domestic victims of the Export-Import Bank (Ex-Im) by describing some of the 
hidden costs — the collateral damage — that are often overlooked or swept under the 
rug. 

To the extent that today’s hearing will help illuminate the holistic impact of Ex- 
Im on the U.S. economy and the market process — in contrast to the cherry-picked 
examples of how Ex-Im has helped particular companies meet their particular 
goals — I am pleased to participate and offer some assistance. 

Before turning to that task, however, I would like to applaud the Gommittee for 
taking up this important subject in a public hearing. Gommitted oversight of the 
executive branch by the legislative branch is crucial to our system of checks and 
balances, which must remain functionally robust to ensure the health of our con- 
stitutional republic, and protect it from even the most subtle encroachments. 

Insulated in Export Rhetoric 

Everyone loves exports. In fact, many Americans think of trade as a competition 
between “Us” and “Them,” where exports are “Team USA’s” points, imports are the 
foreign team’s points, the trade account is the scoreboard, and the deficit on that 
scoreboard means our team is losing at trade. That narrative is wrong, but certainly 
ripe for exploitation by agencies that portray themselves as serving some national 
goal of boosting exports. 

The economic fact of the matter is that the real benefits of trade are transmitted 
through imports, not through exports. As Milton Friedman used to say: imports are 
the goods and services we get to consume without having to produce; exports are 
the goods and services we produce, but don’t get to consume. 

The purpose of exchange is to enable each of us to focus on what we do best. By 
specializing in an occupation — instead of allocating small portions of our time to pro- 
ducing each of the necessities and luxuries we wish to consume — and exchanging 
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the monetized output we produce most efficiently for the goods and services we 
produce less efficiently, we are able to produce and, thus, consume more output than 
would be the case if we didn’t specialize and trade. By extension, the larger the size 
of the market, the greater is the scope for specialization, exchange, and economic 
growth. 

When we transact at the local supermarket or hardware store, we seek to maxi- 
mize the value we obtain by getting the most for our dollars. In other words, we 
want to import more value from the local merchant than we wish to export. In our 
daily transactions, we seek to run personal trade deficits. But when it comes to 
trading across borders or when our individual transactions are aggregated at the 
national level, we forget these basics principles and assume the goal of exchange 
is to achieve a trade surplus. But, as Adam Smith famously observed: “What is pru- 
dence in the conduct of every private family, can scarce be folly in that of a great 
kingdom.” 

The benefits of trade come from imports, which deliver more competition, greater 
variety, lower prices, better quality, and innovation. Arguably, opening foreign mar- 
kets should be an aim of trade policy because larger markets allow for greater spe- 
cialization and economies of scale, but real free trade requires liberalization at 
home. The real benefits of trade are measured by the value of imports that can be 
purchased with a unit of exports — the so-called terms of trade. Trade barriers at 
home raise the costs and reduce the amount of imports that can be purchased with 
a unit of exports. 

Yet, in Washington, exports are associated with increased economic output and 
job creation, while imports are presumed to cause economic contraction and job loss. 
But that is demonstrably false. The first ^ of the two charts below plots annual 
changes in imports and annual changes in GDP for 44 years. If imports caused eco- 
nomic contraction, we would expect to see most of the observations in the upper left 
and lower right quadrants — depicting an inverse relationship. Instead, we see a 
strong positive relationship. In 43 of 44 years, imports and GDP moved in the same 
direction. 


Annual ChangK in Real Imports and Non-Acrkultural Emptoymen L 
1969-2012 



Annual Kchanc* * imports 

The second 2 chart plots annual changes in imports and U.S. employment. Simi- 
larly, there is a fairly strong positive relationship between these variables, as well. 


^Data from the U.S. Bureau of Economic Analysis. 

2 Data from the U.S. Bimeau of Economic Analysis and the U.S. Bureau of Labor Statistics. 
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In keeping with the conventional Washington wisdom that exports are Team 
America’s points and imports are the foreign team’s points, in his January 2010 
State of the Union address President Ohama set a national goal of doubling U.S. 
exports in 6 years. That goal was subsequently enshrined as the “National Export 
Initiative”, which decreed establishment of an Export Promotion Cabinet “to develop 
and coordinate the implementation of the NET” Six months later, the new cabinet 
produced its recommendations in a 68-page report titled “The Export Promotion 
Cabinet’s Plan for Doubling U.S. Exports in Five Years”, which became the center- 
piece of the Administration’s trade policy agenda. 

Most prominent in the plan was a larger role for Government in promoting ex- 
ports, including expanded nonmarket lending programs to finance export activity, 
an increase in the number of the Commerce Department’s foreign outposts to pro- 
mote U.S. business, an increase in Federal agency-chaperoned marketing trips, and 
other sundry subsidies for export-oriented business activities. Ex-Im suddenly had 
a more prominent role to play. 

Shortsightedly, the NEI systemically neglected a broad swath of opportunities to 
facilitate exports by contemplating only the export-focused activities of exporters. 
The NEI presumed that the only barriers impeding U.S. exporters were foreign 
made. But before companies become exporters, they are producers. And as pro- 
ducers, they are subject to a host of domestic laws, regulations, taxes, and other 
policies that handicap them in their competition for sales in the U.S. market and 
abroad. 

For example, nearly 60 percent of the value of U.S. imports in 2014 comprised 
of intermediate goods, capital goods, and other raw materials — the purchases of U.S. 
businesses, not consumers. ^ Yet, many of those imported inputs are subject to cus- 
toms duties, which raise the cost of production for the U.S. -based companies that 
need them, making them less competitive at home and abroad. Indeed, U.S. duties 
on products like sugar, steel, magnesium, polyvinyl chloride, and other crucial man- 
ufacturing inputs have chased companies to foreign shores — where those crucial in- 


3 Bureau of Economic Analysis, “U.S. International Trade in Goods and Services, Exhibit 6”. 
U.S. Exports and Imports of Goods by Principal End-Use Category, February 2015, http:! / 
www.bea.gov / newsreleases i international / trade I tradnewsrelease.htm. 
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gredients are less expensive — and deterred foreign companies from setting up shop 
stateside. 

To nurture the promise of our highly integrated global economy, policymakers 
should stop conflating the interests of exporters with the national interest and com- 
mit to policies that reduce frictions throughout the supply chain — from product con- 
ception to consumption. Why should U.S. taxpayers underwrite — and U.S. policy- 
makers promote — the interests of exporters, anyway, when the benefits of those ef- 
forts accrue, primarily, to the shareholders of the companies enjo 3 dng the subsidized 
marketing or matchmaking? There is no national ownership of private export reve- 
nues. And the relationship between revenues (domestic or export) and jobs is today 
more tenuous than in years past. 

Globalization means that companies have growing options with respect to where 
and how they produce. So Governments must compete for investment and talent, 
which both tend to flow to jurisdictions where the rule of law is clear and abided; 
where there is greater certainty to the business and political climate; where the 
specter of asset expropriation is negligible; where physical and administrative infra- 
structure is in good shape; where the local work force is productive; where there are 
limited physical, political, and administrative frictions; and so on. The crucial ques- 
tion for U.S. policymakers is: why not focus on reforms that make the U.S. economy 
a more attractive location for both domestic and foreign investment? 

According to the Congressional Research Service, there are approximately 20 Fed- 
eral Government agencies involved in supporting U.S. exports, either directly or in- 
directly. Among the nine key agencies with programs or activities directly related 
to export promotion are the Department of Agriculture, the Department of Com- 
merce, the Department of State, the Department of the Treasury, the Office of the 
U.S. Trade Representative, the Small Business Administration, the Overseas Pri- 
vate Investment Corporation, the U.S. Trade and Development Agency, and the Ex- 
port-Import Bank. 

Relative to attracting domestic investment, export promotion is a circuitous and 
uncertain path to economic growth and job creation. If policymakers seek a more 
appropriate target for economic policy, it should be attracting and retaining invest- 
ment, which is the seed of all economic activity, including exporting. 

Problems With Ex-Im’s Rationalizations 

The mission of the Ex-Im is “to support American jobs by facilitating the export 
of U.S. goods and services.” Given the exalted status of exports in Washington’s eco- 
nomic policy narrative, it is understandable why Ex-Im would portray itself as indis- 
pensable to U.S. export success. It’s a reasonable survival strategy. But on the met- 
ric of contribution to export success, Ex-Im is scarcely relevant. It supported $27.4 
billion in exports in 2014, which is less than 2 percent of all U.S. exports last year, s 

Of course, $27 billion is nothing to sneeze at, but the implication that most, if 
not all, of those sales would never have happened in the absence of Ex-Im is pure 
nonsense. But the more important question is not whether Ex-Im supports U.S. ex- 
ports. That’s the political question. The relevant economic question concerns the 
costs and benefits of Ex-Im to the U.S. economy. 

Proponents limit their analyses to the impact of Ex-Im on teixpayers. In recent 
years, it has generated positive returns to the Treasury, but that myopic focus 
doesn’t come close to approximating the appropriate cost-benefit analysis. 

While the benefits of Ex-Im’s activities are real to the recipients and visible to 
the public (the value of exports supported, projects financed, insurance policies un- 
derwritten are all highly touted), the costs imposed on nonbeneficiaries usually go 
unseen by its victims — and unacknowledged by Ex-Im and its supporters. Identi- 
fying and quantifying those costs are necessary to measuring the net benefits. 

Ex-Im supporters claim that the bank fills a void left by private sector lenders 
unwilling to finance certain riskier transactions and, by doing so, contributes impor- 
tantly to U.S. export and job growth. Moreover, rather than burden taxpayers, the 
Bank generates profits for the Treasury, helps small businesses succeed abroad, en- 
courages exports of “green” goods, contributes to development in sub-Saharan Afri- 
ca, and helps “level the playing field” for U.S. companies competing in export mar- 
kets with foreign companies supported by their own Governments’ generous export 
financing programs. So what’s not to like about Ex-Im? 


^Daniel Ikenson, “Economic Self-Flagellation: How U.S. Antidumping Policy Subverts the Na- 
tional Export Initiative”, Cato Trade Policy Analysis No. 46, May 31, 2011, http:! I 
ivww.cato.org I publications I trade-policy -analysis I economic-selfflagellation-how-us-antidumping- 
policy -subverts-national-export-initiative. 

^http:! I www.exim.gov I about I facts-about-ex-im-bank 
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First, by dismissing the risk assessments of private-sector, profit-maximizing fi- 
nancial firms and making lending decisions based on nonmarket criteria to pursue 
often opaque, political objectives, Ex-Im misallocates resources and puts taxpayer 
dollars at risk. That Ex-Im is currently self-financing and generating revenues is 
entirely beside the point. Ex-Im’s revenue stream depends on whether foreign bor- 
rowers are willing and able to service their loans, which is a function of global eco- 
nomic conditions beyond the control of Ex-Im. Given the large concentration of air- 
craft loans in its portfolio, for example, Ex-Im is heavily exposed to the con- 
sequences of a decline in demand for air travel. Recall that Fannie Mae and Freddie 
Mac also showed book profits for years until the housing market suddenly crashed 
and tcixpayers were left holding the bag. 

Second, even if tcixpayers had tolerance for such risk taking, the claim that Ex- 
Im exists to help small businesses is belied by the fact that most of Ex-Im’s loan 
portfolio value is concentrated among a handful of large U.S. companies. In 2013 
roughly 76 percent of the value of Ex-Im loans, guarantees, and insurance were 
granted on behalf of 10 large companies, including Boeing, General Electric, Dow 
Chemical, Bechtel, and Caterpillar. 

Third, the claim that U.S. exporters need assistance with financing to “level the 
playing field” with China and others doesn’t square with the fact that the United 
States is a major export credit subsidizer that has been engaged in doling out such 
largesse since well before the founding of the People’s Republic of China. It implies 
the United States is helpless at the task of reining in these subsidies. And it implies 
the United States lacks enormous advantages among the multitude of factors that 
inform the purchasing decision. But, somehow, 98 percent of U.S. export value is 
sold without the assistance of trade promotion agencies. 

Fourth, and perhaps most importantly, by trying to “level the playing field” with 
foreign companies backed by their own Governments, Ex-Im “unlevels” the playing 
field for many more U.S. companies competing at home and abroad. This adverse 
effect has been ignored, downplayed, or mischaracterized, but the collateral damage 
is substantial and should be a central part of the story. 

The Collateral Damage to Ex-Im’s Victims 

A proper accounting reveals that Ex-Im’s practices impose significant costs on 
manufacturing firms across every industry and in every U.S. State. When Ex-Im 
provides financing to a U.S. company’s foreign customer on terms more favorable 
than he can secure elsewhere, it may be facilitating a transaction that would not 
otherwise occur. That is the basis for Ex-Im’s claim that it helps the U.S. economy 
by increasing exports and “supporting” jobs. But the claim is questionable because 
those resources might have created more value or more jobs if deployed in the pri- 
vate sector instead. If that is the case, Ex-Im’s transaction imposes a net loss on 
the economy. But suppose it could be demonstrated that Ex-Im transactions grow 
the economy larger or create more jobs than if those resources had been deployed 
in the private sector instead. Would Ex-Im then be correct in its claim? No. Further 
analysis is required. 

Ex-Im financing helps two sets of companies (in the short-run): U.S. firms whose 
export prices are subsidized by below market rate financing and the foreign firms 
who purchase those subsidized exports. It stands to reason, then, that those same 
transactions might impose costs on two different sets of companies: competing U.S. 
firms in the same industry who do not get Ex-Im backing, and U.S. firms in down- 
stream industries, whose foreign competition is now benefiting from reduced capital 
costs courtesy of U.S. Government subsidies. While Ex-Im financing reduces the cost 
of doing business for the lucky U.S. exporter and reduces the cost of capital for his 
foreign customer, it hurts U.S. competitors of the U.S. exporter, as well as U.S. com- 
petitors of his foreign customer by putting them at relative cost disadvantages. 

These effects are neither theoretical nor difficult to comprehend. Yet proponents 
of Ex-Im reauthorization rarely acknowledge, let alone concede, that these are real 
costs pertinent to any legitimate net benefits calculation. Instead, they speak only 
of the gross benefits of export subsidies, which they consider to be the value of ex- 
ports supported by their authorizations. 

But there are at least three sets of costs that are essential to determining the net 
benefits of Ex-Im: (1) the “Opportunity Cost,” represented by the export growth that 
would have obtained had Ex-Im’s resources been deployed in the private sector; (2) 
the “Intra-Industry Cost,” represented by the relative cost disadvantage imposed on 
the other U.S. firms in the same industry (the domestic competitors) as a result of 
Ex-Im’s subsidies to a particular firm in the industry, and; (3) the “Downstream In- 
dustry Cost,” represented by the relative cost disadvantage imposed on the U.S. 
competitors of the subsidized foreign customer. 
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Opportunity Cost is difficult to estimate, but suffice it to recognize that oppor- 
tunity costs exist. Indeed, opportunity costs exist whenever there are foregone alter- 
natives to the path chosen. 

The Intra-Industry Cost is somewhat easier to calculate, in theory. If Ex-Im pro- 
vides a $50 million loan to a foreign farm equipment manufacturer to purchase steel 
from U.S. Steel Corporation, the transaction may benefit U.S. Steel, but it hurts 
competitors like Nucor, Steel Dynamics, AK Steel, and dozens of other steel firms 
operating in the United States and competing for the same customers at home and 
abroad. The $50 million subsidy to U.S. Steel is a cost to the other firms in the in- 
dustry, who can attribute a $50 million revenue gap between them (aggregated) and 
U.S. Steel to a Government intervention that picked a winner and made them, rel- 
atively speaking, losers. The $50 million “benefit” for U.S. Steel is a $50 million cost 
to the other steel firms. 

But then that distortion is compounded when taking into consideration the dy- 
namics that would have played out had the best firm — the one offering the most 
value for the best price — secured that export deal instead. Reaching revenue targets, 
raising capital, and moving down the production cost curve to generate lower unit 
costs all become more difficult to achieve on account of the original intervention, 
amplifying the adverse impact on other firms in the industry. When Government 
intervenes with subsidies that tilt the playing field in favor of a particular firm, it 
simultaneously penalizes the other firms in the industry and changes the competi- 
tive industry dynamics going forward. Every Ex-Im transaction touted as boosting 
U.S. exports creates victims within the same U.S. industry. Without Ex-Im’s inter- 
vention, Nucor might have been able to win that foreign farm equipment producer’s 
business, which is a prospect that undermines the premise that Ex-Im boosts ex- 
ports at all and reinforces the point that it merely shifts resources around without 
creating value, possibly destroys value instead. What is given to U.S. steel is taken 
from Nucor and the other firms, among whom may be the more efficient producers. 

The Downstream Industry costs are those imposed by the transaction on the U.S. 
companies that compete with the foreign customer. When a foreign farm machinery 
producer purchases steel on credit at subsidized interest rates, it obtains an advan- 
tage over its competitors — including its U.S. competitors. So, when that subsidized 
rate comes courtesy of a U.S. Government program committed to increasing U.S. ex- 
ports, it only seems reasonable to consider the effects on firms in downstream U.S. 
industries before claiming the program a success: Has the subsidy to the foreign 
farm machinery producer made John Deere, Caterpillar, New Holland, or other U.S. 
farm machinery producers less competitive? Has it hurt their bottom lines? 

Delta Airlines has been vocal in its objection to Ex-Im-facilitated sales of Boeing 
jetliners to foreign carriers, such as Air India. Delta rightly complains that the U.S. 
Government, as a matter of policy, is subsidizing Delta’s foreign competition by re- 
ducing Air India’s cost of capital. That cost reduction enables Air India to offer 
lower prices in its bid to compete for passengers, which has a direct impact on Del- 
ta’s bottom line. This is a legitimate concern and it is not limited to this example. 

Consider the generic case. A U.S. supplier sells to both U.S. and foreign cus- 
tomers. Those customers compete in the same downstream industry in the U.S. and 
foreign markets. Ex-Im is happy to provide financing to facilitate the sale, as its 
mission is to increase exports and create jobs. The U.S. supplier is thrilled that Ex- 
Im is providing his foreign customer with cheap credit because it spares him from 
having to offer a lower price or from sweetening the deal in some other way to win 
the business. The foreign customer is happy to accept the advantageous financing 
for a variety of reasons, among which is the fact that his capital costs are now lower 
relative to what they would have been and relative to the costs of his competitors — 
including his U.S. competitors, who are now on the outside looking in. Ex-Im helps 
some U.S. companies increase their exports sales. But it hinders other U.S. compa- 
nies’ efforts to compete at home and abroad. 

Moreover, by subsidizing export sales, Ex-Im artificially diverts domestic supply, 
possibly causing U.S. prices to rise and rendering U.S. customers less important to 
their U.S. suppliers. Especially in industries where there are few producers, numer- 
ous customers, and limited substitute products, Ex-Im disrupts the relationships be- 
tween U.S. buyers and U.S. sellers by infusing the latter with greater market power 
and leverage. Delta was able to connect the dots. Other companies have, too. But 
most of the time, the downstream U.S. companies are unwitting victims of this si- 
lent cost-shifting. 
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According to the findings in a recent Cato Institute study that I authored, the 
downstream costs alone amount to a tax of approximately $2.8 billion every year. ® 
The victims of this shell game include companies in each of the 21 broad U.S. manu- 
facturing industry classifications used by the Government to compile statistics. And 
they are scattered across the country in every State. 

Among the stealthily taxed were companies such as Western Digital and Seagate 
Technologies — two California-based computer storage device producers that employ 
125,000 workers; Chicago-based Schneider Electric Holdings, which employs 23,000 
workers in the manufacture of environmental control products, and; ViaSystems, a 
St. Louis-based printed circuit board producer with 12,000 employees. These compa- 
nies haven’t received Ex-Im subsidies, but companies in their supplier industries 
have, which effectively lowers the costs of their foreign competitors. 

while it is relatively easy for a big company like Delta to connect the dots and 
see that Boeing is being favored at its expense (airplane purchases constitute a 
large share of Delta’s total costs), most manufacturing companies are unaware that 
they are shouldering the costs of Government subsidies to their own competitors. 
But the victims include big and small producers — of electrical equipment, appli- 
ances, furniture, food, chemicals, computers, electronics, plastics and rubber prod- 
ucts, paper, metal, textiles — from across the country. Companies producing tele- 
communications equipment incur an estimated collective tax of $126 million per 
year. 

The industries in which companies bear the greatest burdens — where the costs of 
Ex-Im’s subsidies to foreign competitors are the highest — are of vital importance to 
the manufacturing economies of most States. In Oregon, Delaware, Idaho, New Jer- 
sey, Nevada, and Maryland, the 10 industries shouldering the greatest costs account 
for at least 80 percent of the State’s manufacturing output. The most important in- 
dustry is among the 10 most burdened by these costs in 33 of 50 States. The chem- 
ical industry, which bears a cost of $107 million per year, is the largest manufac- 
turing industry in 12 States. 

For all the praise Ex-Im heaps upon itself for its role as a costless pillar of the 
economy, it is difficult to make sense of the collateral damage left in its wake. Thou- 
sands of U.S. companies would be better off if Ex-Im’s charter were allowed to ex- 
pire, as scheduled, on June 30. 

What To Do About Foreign Export Credit Agencies? 

Of all of the arguments put forward by Ex-Im supporters, the “leveling the play- 
ing field” rationale seems to carry the most sway. It is appealing intuitively. But 
the implication that the United States is an innocent party that has no choice but 
to follow suit is laughable. The United States invented this stuff. 

The notion that because Beijing, Brasilia, and Brussels subsidize their exporters 
Washington must, too, is a rationalization that sweeps under the rug the fact that 
there are dozens of criteria that feed into the ultimate purchasing decision, includ- 
ing product quality, price, producer’s reputation, local investment, and employment 
opportunities created by the sale, warranties, aftermarket servicing, and the extent 
to which the transaction contributes toward building a long-term relationship be- 
tween buyer and seller. To say that U.S. exporters need assistance with financing 
to “level the playing field” suggests that they lack advantages among the multitude 
of factors that inform the purchasing decision. Moreover, the fact that less than 2 
percent of U.S. export value goes through export promotion agencies suggests this 
rationale for Ex-Im is bogus. 

There is a way to bring foreign subsidies under control, however. The United 
States should allow Ex-Im to expire at the end of this month and then announce 
plans to bring cases to the World Trade Organization against Governments oper- 
ating their export credit agencies in violation of agreed upon limits under the Agree- 
ment on Subsidies and Countervailing Measures. The combination of the carrot of 
U.S. withdrawal from the business of export credit financing and the stick of WTO 
litigation would likely incent other Governments to reduce, and possibly eliminate, 
their own subsidy programs. 

Conclusion 

Most of the rationales for keeping the Export-Import Bank are merely rationaliza- 
tions that don’t stand up to close scrutiny. Perhaps most problematic are the costs 
imposed, often on unwitting victims. Ex-Im subsidies to particular exporters may 
help those companies succeed, but they impose significant costs on other firms in 


6 Daniel Ikenson, “The Export-Import Bank and Its Victims: Which Industries and States 
Bear the Brunt?” Policy Analysis No. 756, September 10, 2014, http:/ I www.cato.org /publica- 
tions /policy-analysis I export-import-bank-its-victims-which-industries-states-bear-brunt. 
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the same industry and firms in downstream industries. Accordingly, Ex-Im penal- 
izes many smaller, dynamic, up-and-coming businesses that are often the well 
springs of new ideas, better mousetraps, and smarter business practices and which 
the economy needs to spawn subsequent generations of businesses in perpetuity. 

That evolutionary process underlies the strength of the U.S. economy, and is es- 
sential to U.S. success going forward. On the other hand, U.S. economic strength 
is undermined when subsidies are deployed in a spiraling race with other Nations 
to the detriment of the next crop of leading U.S. businesses. Let the Export-Import 
Bank expire. 
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RESPONSES TO WRITTEN QUESTIONS OF SENATOR SASSE 
FROM LINDA MENGHETTI DEMPSEY 

Q.l. The Export-Import Bank offers a number of different products, 
including loan guarantees, working capital guarantees, and direct 
loans. Should Congress consider eliminating a particular line of 
products, because the product is not particularly useful to compa- 
nies? 

A.l. Manufacturers and exporters turn to the Ex-Im Bank when 
they identify gaps in private-sector trade finance and need each of 
the current Ex-Im Bank services to enable lending from private- 
sector institutions — whether that is a loan guarantee to extend 
competitive financing terms to foreign customers that purchase 
U.S. goods, a multibuyer export credit insurance policy that en- 
ables access to working capital, or structured financing to help U.S. 
exporters compete globally in natural resource and infrastructure 
sectors. While direct loans are rarely used, they can help U.S. ex- 
porters secure competitive financing for international buyers by 
providing fixed-rate financing to creditworthy international buyers 
in both the private and public sector. 

Ex-Im Bank is demand-driven, and a variety of customers and 
exporters rely on different programs for different needs. Ex-Im 
Bank has adjusted existing programs and introduced new initia- 
tives in the wake of the global financial crisis, including a stream- 
lined “Express Insurance” for small-business exporters. While Ex- 
Im Bank should continue to evaluate its financing tools to ensure 
they are both efficient and effective, the NAM has no recommenda- 
tions for eliminating any line of services. 

Q.2. The Export-Import Bank purports to create a “surplus” for 
taxpayers, including in 2014. 

Setting aside the debate over the Bank’s accounting and profits, 
do all of the Bank’s main products have approximately the same 
fiscal record? Or does one program that generates a weaker “sur- 
plus” make up for a program with a weaker track record? 

Does each program generate a surplus, under the Bank’s ac- 
counting assumptions? 

A.2. It is my understanding that Ex-Im Bank sets its fees and in- 
terest rates for programs in order to fulfill its primary mission to 
support U.S. jobs by filling gaps in private export financing. Start- 
ing in FY2008, Ex-Im Bank has operated on a self-sustaining basis 
using program revenue to fund current year administrative ex- 
penses and program costs. The surplus generated by the Ex-Im 
Bank in recent years — transferred annually to the U.S. Treasury — 
reflects a rate and fee structure that is meeting its purpose of en- 
suring that Ex-Im is self-sustaining. Ex-Im Bank includes substan- 
tial information about its transactions in its Annual Reports. The 
Bank, therefore, would be the best source of information about the 
profile of its programs and about individual transactions. 

Q.3. The Bank has a number of lending “mandates,” including that 
it must make 10 percent of its authority available to renewable en- 
ergy, 20 percent available to small business lending and that it 
must also promote activity in sub-Saharan Africa. 
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Should we expect, or do we have evidence to suggest, that these 
transactions have a higher default rate than the nonmandated 
transactions? 

How should this inform Congress’ treatment of the mandates in 
the Bank’s reauthorization? 

A.3. I have no reason to believe those transactions that fulfill the 
congressional mandates to support small business exports, renew- 
able energy exports and exports to sub-Saharan Africa would be ex- 
empt from the Bank’s overarching standards — including a standard 
for reasonable reassurance of repayment. Although the Ex-Im Bank 
is a demand-drive institution, Ex-Im Bank works to identify trans- 
actions that would meet its standards and also fulfill the mandates 
set by Congress. 

Ex-Im Bank is required by P.L. 112-122 to report to Congress on 
a quarterly basis its default rate for short-, medium-, and long- 
term financing. Additionally, Ex-Im Bank is required to report 
quarterly to Congress about default rates for short-term loans, me- 
dium-term loans, long-term loans, insurance, medium-term guaran- 
tees, or long-term guarantees; each key market involved; and each 
industry sector involved. The Bank would be the best source of in- 
formation about the default rates associated with specific trans- 
actions. 

Q.4. We’ve heard how the Export-Import Bank “supports” job and 
exports. For example, according to the Bank’s analysis, in 2014 the 
Bank “supported” 164,000 jobs and $27.4 billion in exports. Nota- 
bly, there’s a difference between “supporting” jobs and “creating” 
jobs. 

Do we have evidence about what percentage of those jobs and ex- 
ports would disappear without the Bank and why? 

What percentage of this economic activity would exist, but in a 
different sector? 

A.4. We hear from manufacturers that their lenders have balance 
sheet constraints that arise from prudential capital and liquidity 
requirements as well as institutional credit, country, and 
counterparty limitations — creating real challenges for lenders who 
work with exporters. Further, Ex-Im Bank complements rather 
than competes with private-sector lenders and each transaction un- 
dergoes analysis by Ex-Im to determine whether its support is nec- 
essary to facilitate the financing of the company’s export sales, in- 
cluding an evaluation of why funds are not available from commer- 
cial sources. Standalone private-sector funding of trade trans- 
actions is not always available or affordable. The Asian Develop- 
ment Bank released its most recent annual report on the trade fi- 
nance gap in December 2014, highlighting results from a 2013 sur- 
vey. That report found trade finance gaps are a persistent feature 
of the global trade landscape — even as the global economy has re- 
covered. Their earlier 2012 survey provided evidence that trade fi- 
nance gaps, which had only expanded after the global financial cri- 
sis, were continuing to negatively impact growth and job creation. 
In 2013, the global trade finance gap was estimated at $1.9 tril- 
lion. 1 


i“ADB Trade Finance Gap, Growth, and Jobs Survey”, December 2014. Found at http:! I 
www.adh.org I sites I default I files ! publication ! 150811 1 adb-trade-finance-gap-growth.pdf. 
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Given the competitive nature of foreign export credit agencies 
(EGAs), the tens of thousands of exports that Ex-Im supports annu- 
ally would be put at risk if the Ex-Im Bank is not reauthorized. 
As explained in my testimony and above, Ex-Im’s services are used 
when there are gaps in private sector financing. Without Ex-Im, 
many — if not most — of these sales would be lost to foreign competi- 
tors that have easy access to the more than 60 EGAs worldwide 
that oftentimes provide very generous support for their country’s 
exports. As a result, there is a strong possibility that these exports 
would be lost to foreign competitors. In turn, the tens of thousands 
of American workers that produce those goods would no longer 
have secure jobs filling those orders. 


RESPONSES TO WRITTEN QUESTIONS OF SENATOR SASSE 
FROM JOHN G. MURPHY 

Q.l. The Export-Import Bank offers a number of different products, 
including loan guarantees, working capital guarantees, and direct 
loans. Should Congress consider eliminating a particular line of 
products, because the product is not particularly useful to compa- 
nies? 

A.l. Based on conversations with our members, particularly small- 
and medium-sized companies that use the services of the Export- 
Import Bank of the United States (Ex-Im), we believe the full 
range of these products offers value and should be retained. 

For example, its working capital guarantees allow an exporter to 
tap otherwise excluded collateral in its borrowing base to pay for 
inputs and thus fulfill export orders. Resin Technology, located in 
Groton, Massachusetts, uses this program. Carly Seidewand, Direct 
of Sales and Marketing/Global Markets says: “We’re a small busi- 
ness, and we don’t have hard assets to lend against other than ac- 
counts receivable and inventory.” 

In the case of many small businesses, commercial banks often 
refuse to accept foreign receivables as collateral for a loan without 
an Ex-Im guarantee. Ex-Im working capital guarantees back 90 
percent of a private bank’s loans to an American exporter. With 
this tool, Resin Technology can generate the cash flow it needs to 
compete with large, international trading companies. 

Kim Crooks, Finance Director at Zeigler Bros. — based in Gard- 
ners, Pennsylvania — observes that when the firm exports, particu- 
larly to developing countries, payment cycles can take 60 to 90 
days. Zeigler needs to be able to finance those sales, but private 
banks generally will not lend against foreign receivables for small 
businesses. “We wouldn’t be able to get bank support without Ex- 
Im,” explains Crooks. Once Zeigler bought Ex-Im credit insurance 
for its foreign invoices, it was able to secure the working capital it 
needed to grow. 

Based on our interactions with many American small businesses 
that have used Ex-Im’s services, we believe there are substantial 
benefits for the fully array these products. 

Q.2. The Export-Import Bank purports to create a “surplus” for 
taxpayers, including in 2014. 

Setting aside the debate over the Bank’s accounting and profits, 
do all of the Bank’s main products have approximately the same 
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fiscal record? Or does one program that generates a weaker “sur- 
plus” make up for a program with a weaker track record? 

Does each program generate a surplus, under the Bank’s ac- 
counting assumptions? 

A.2. Using the accounting method established by the United States 
Congress and required by law, there is wide acknowledgment that 
Ex-Im does not cost the American taxpayer a dime. Ex-Im charges 
fees for its services that have allowed it to send to the U.S. Treas- 
ury $7 billion more than it has received in appropriations since 
1990. Regarding the performance of different financial products, 
Ex-Im Bank staff are in best situated to answer these questions. 

Q.3. The Bank has a number of lending “mandates,” including that 
it must make 10 percent of its authority available to renewable en- 
ergy, 20 percent available to small business lending and that it 
must also promote activity in sub-Saharan Africa. 

Should we expect, or do we have evidence to suggest, that these 
transactions have a higher default rate than the nonmandated 
transactions? 

How should this inform Congress’ treatment of the mandates in 
the Bank’s reauthorization? 

A.3. Ex-Im Bank staff are in best situated to answer these ques- 
tions regarding default rates. As for past or future mandates, the 
Chamber has argued that Ex-Im should provide financing in a non- 
discriminatory manner for exporters that can meet its rigorous 
standards. 

Q.4. We’ve heard how the Export-Import Bank “supports” job and 
exports. For example, according to the Bank’s analysis, in 2014 the 
Bank “supported” 164,000 jobs and $27.4 billion in exports. Nota- 
bly, there’s a difference between “supporting” jobs and “creating” 
jobs. 

Do we have evidence about what percentage of those jobs and ex- 
ports would disappear without the Bank and why? 

A.4. Ex-Im’s methodology to calculate the number of U.S. jobs asso- 
ciated with exports for which it provides a loan or guarantee relies 
on a number of elements used widely across the U.S. Government, 
including, for instance, the ratio of jobs needed to support $1 mil- 
lion in exports (which varies by industry). These ratios are pro- 
vided by the Bureau of Labor Statistics (BLS). Ex-Im Bank staff 
are best situated to address this methodology in detail. 

The U.S. Chamber of Commerce is hearing from a growing num- 
ber of companies that the lapse in Ex-Im’s authorization is causing 
or will soon cause them to lose sales and may lead directly to lay- 
offs in the near term. It is clear that some companies were able to 
take measures before the June 30 lapse in Ex-Im’s authorization 
that have blunted the immediate impact. For example, one com- 
pany was able to extend its Ex-Im working capital loan before June 
30; another requested that a foreign Government grant a 30-day 
extension (to early September) for a bid due date. However, these 
measures will hold off the cost of closing Ex-Im only for a short 
time. 

Press accounts have presented the possibility that some of the 
largest U.S. exporters will consider moving some operations over- 
seas to countries where official export credit agency (EGA) support 
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is available in the event Ex-Im is not reauthorized. In our view, ex- 
ecutives are contemplating these moves because EGA support is 
often required even to bid on a wide variety of foreign business op- 
portunities. This includes requests for tender from both public and 
private sources, including opportunities as diverse as infrastructure 
projects, nuclear power plants, and contracts to provide medical 
equipment to hospitals. U.S. lawmakers and regulators are power- 
less to alter these requirements, which are imposed by foreign Gov- 
ernments. 

Further, it is commonplace for long-lived capital goods such as 
aircraft, turbines, and locomotives to be sold worldwide with EGA 
backing, the availability of which can make or break a deal. 

The ripple effects in the U.S. economy could be substantial. It is 
well known that the largest U.S. exporters rely on supply chains 
made up of thousands of small- and medium-sized businesses, some 
of which are only remotely aware that the components they manu- 
facture are intended for export and reliant on Ex-Im support. In 
some cases, tens of thousands of small firms are involved. 

To take one sector as an example, the U.S. aerospace sector em- 
ploys approximately 1.5 million Americans directly and indirectly. 
Within this ecosystem, smaller companies rely on large firms which 
are in turn highly export dependent. Further, it is characteristic of 
the aerospace sector that the presence of EGA support often deter- 
mines which firm from which county wins a sale. The availability 
of EGA support can be determinative even in cases where private 
finance is ultimately used. 

In sum, the costs of closing Ex-Im will be substantial and are 
likely to mount over time as industrial networks are rearranged to 
shift production of costly capital goods and other products that tend 
to rely on EGA support to countries where it is available. 

Q.5. What percentage of this economic activity would exist, but in 
a different sector? 

A.5. Permanently closing Ex-Im will result not in a shift of re- 
sources from one U.S. industrial sector to another but rather a 
shift in production and employment from a U.S. company to a com- 
peting company in another country where EGA support is avail- 
able. 

To this point, the D.G. District Gourt in March ruled against 
Delta Airlines in its suit against Ex-Im, rejecting every argument 
that Delta made. The Gourt concluded that Ex-Im financing for for- 
eign airlines does not affect airlines’ decision to purchase new air- 
planes. As the prevalence of air travel around the world expands, 
foreign airlines will assuredly purchase aircraft. However, once an 
airline has made the decision to purchase new airplanes, Ex-Im fi- 
nancing does affect whether those airlines purchase American- or 
foreign-made airplanes, the Gourt reasoned. 

The Gourt found that, without Ex-Im support, “airlines simply 
will purchase from Airbus instead of Boeing due to the presence of 
foreign EGA financing.” This is certainly the real world experience 
of many Ghamber members. 

Delta’s complaint is similar to that of Gliffs Natural Resources, 
a U.S. mining enterprise that protested the sale of U.S. -made Gat- 
erpillar equipment to Australia’s new Roy Hill mine with Ex-Im 
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support. Crucially, the owners of the Roy Hill mine made it abun- 
dantly clear to Caterpillar that they would buy their heavy equip- 
ment from manufacturers in Japan or Korea — with support from 
those countries’ ECAs — if Ex-Im support for Caterpillar were not 
made available. The Roy Hill mine was clearly going forward; the 
only choice was whether its owners would buy U.S.-made or for- 
eign-made equipment. 

This is the choice before Congress: Will Ex-Im be reauthorized, 
or is Congress content to hand a significant competitive advantage 
to our trade competitors? The repercussions for high-skill, high- 
wage jobs in a number of U.S. industries will be significant. 
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Additional Material Supplied for the Record 

NEWSPAPER ARTICLES SUBMITTED BY CHAIRMAN SHELBY 

The Wall Stmt Jonrnal; 

http://www. OTj ,com/articles/the-bank-to-nowh€re- 1 430436444 

The Bank to Nowhere 

A campaign against the crony Export-Import bank is picking up steam. 

By 

Kimberley A Strassel 

April 30, 2015 7:27 pjn.ET 

In October 2005, eanrarks were a Washington fact of life. Then former Oklahoma Sen. Tom 
Cobum took to the floor to decry pork spending for Alaska's “Bridge to Nowhere.” The phrase 
became a national rallying cry against government waste. It required another five years, but in 
late 2010, Republicans forswore earmarks. 

Conservative reformers are rolling out that strategy again, this time to deep-six one of 
Washington’s oldest dispensers of corporate welfiie: the Export-Import Bank. The campaign is 
already in full swing, with a coalition of free-market Republicans and grass-roots groups 
dropping a daily barrage about the bank’s corruption, mismanagement and cronyism. Their hope 
is that by June 30 they will have redefined Ex-Im as the Bank to Nowhere. 

That date marks the expiration of Ex-Im’s charter, and it’s why this campaign (in comparison 
with earmarks) is nirbocharged. About half the Republican caucus remains committed to the Ex- 
Im favor factory and wants Speaker John Boehner to push through a reauthorixation. The 
reformers have but two months to instead embarrass their colleagues into doing what Congress 
does best: nothing. 

Inside the House, Financial Services Chairman Jeb Hensarling and Ohio’s Jim Jordan are leading 
the charge, with recent assists &om Oversight Chairman Jason Chaffetz and Michigan’s Bill 
Huizenga The quartet jumped on the Justice Department’s April 13 charges against Johnny 
Gutierrez, a former Ex-Im loan officer accused of accepting bribes on 19 separate occasions to 
do bank favors. 

In a hearing two days later, the group outlined evidence that baud and mismanagement is 
widespread. The bank’s acting inspector general, Michael McCarthy, testified that further 
indictments were possible in no fewer than 31 open fraud investigations. 

In a second joint Financial Services-Oversight hearing Thursday, the focus turned to the bank’s 
cronyism— particularly its failed green cronyism. Ex-Im guaranteed a S10.3 million loan to 
finance the overseas sale of products made by the infamous Solyndra. It gave S9.2 million to 
finance the export of solar panels from Abound Solar, which also went bankrupt It seems no 
coincidence that both Solyndra and Abound were politically connected firms that also got huge 
loan guarantees from the Energy Department. 
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Australia’s billionaire mining heiress Gina Rinehart snagged a S694 million Ex-lm loan for an 
iron ore project in Western Australia. Ex-lm has provided near record-breaking loans to 
subsidize a firm co-owned by Saudi Aramco— the world’s largest oil company, it provided 
millions to one-time Washington energy darling Enron. There is a reason for these deals, and for 
why more than 60% of Ex-lm’s money in 2013 benefited just 10 rich companies— it’s called 
politics. 

Outside Congress, the grass roots are rallying constituents. Some SO conservative groups, 
organized by Americans for Prosperity, sent a letter to Congress last week demanding the bank 
die. Their leaders have been calling up [mi-Ex-Im Republicans, re-educating them on bank 
myths, including the whoppers that it helps small businesses and doesn’t cost taxpayers a dime. 
And they’ve been pointing out the extraordinary political benefit of Republicans’ finally getting 
on the right side of capitalism, in contrast to such supposed populist crusaders as Elizabeth 
Warren, who supports the bank. 

Heritage Action’s growing list of influential members who oppose reauthorization is proof 
reformers are making progress. It now includes eight House committee chairman (the likes of 
Paul Ryan, Tom Price and Fred Upton), as well as Majority Leader Kevin McCarthy and Whip 
Steve Scalise. The Club for Growth is running ads in GOP districts noting that reauthorization is 
now opposed by pretty much the entire GOP presidential field: Jeb Bush, Scott Walker, Marco 
Rubio, Ted Cruz, Rand Paul. 

Yet the Chamber of Commerce and other Ex-lm supporters are lobbying hard, particularly Mr. 
Boehner— and with some apparent success, In a press conference Thursday the speaker said he'd 
support any plan Mr, Hensarling crafted to “reform" or “wind down" the bank; he worried that 
there are “thousands of jobs on the line.” 

But letting the charter expire by necessity involves an orderly wind down, since it would take 
years for the bank to close out loans. (Which also means jobs don’t go poof.) The real question is 
whether Mr. Boehner will take the extraordinary step of undercutting his own committee 
chairman to put a reauthorization on the floor. 

Reformers also need to spread this campaign to the Senate. It’s no good if the House kills Ex-lm, 
only for crony GOP senators to attach reauthorization to a “must-pass” bill (highway funds?). 
Utah Sen. Mike Lee had Mr. Hensarling address 35 senators Wetteesday at the Senate 
Republican Steering Committee, That’s a start 

Not so long ago. Republican porksters had all manner of (bogus) arguments for why they could 
not should not and would not ever relinquish earmarks. Yet they did, and the world not only 
didn’t end, it’s a better place. They might remember that and just say goodbye to the Bank to 
Nowhere. 
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The Wall Street Joumil: 

http://www.wsj .coniyarticles/ihe-pKuliar-uses-of-a-iaxpayer-banlc-1430085289 

The Peculiar Uses of a Taxpayer Bank 

A look at the Export-Import Bank’s beneficiaries suggests that sometimes it works 
against U.S. interests abroad. 

By 

Mark Pfeifle 

April26.201S5:S4p,m,ET 

Only in Washington can a prominent example of corporate welfare be described as a “critical 
element” of America’s national security. That’s exactly what former Secretary of State 
Madeleine Albright, former Secretary of Defense William Cohen and 10 other former federal 
officials claimed in a recent letter to Congress, in which they pleaded with lawmakers to renew 
the Export-Import Bank’s charter before it expires in June. National Security Adviser Susan 
Rice, speaking at last week’s Ex-lm annual conference, similarly declared that the bank “is a 
very important part of our diplomacy.” 

Most Americans would be hard-pressed to name the Ex-Im Bank, much less identify it as crucial 
to U.S. national security. The bank is a New Deal-era federal agency that provides taxpayer- 
backed financial assistance to foreign businesses that purchase American products. 

In recent years, the bank has come under fire fiom politicians as diverse as Barack Obama and 
Paul Ryan, who have rightly noted that Ex-Im's support mainly benefits a few multinational 
companies. Those same companies ate now working to convince Congress to keep the taxpayer 
cash flowing. 

How does this fit into America’s national security framework? According to the letter, the bank’s 
economic activity drives “political stability abro^.” Put aside, if you can, the fact that Ex-Im 
supports less than 2% of U.S. exports, rendering it a negligible portion of America’s 
international economic activity. A look at Ex-Im’s beneficiary list suggests that the bank 
sometimes works againsi American interests abroad. 

For decades, Ex-Im has sent American taxpayer money to companies and countries that either 
have no place doing business with America or actively undermine U.S. national security 
interests. 

The most egregious example; Ex-Im has given hundreds of millions of dollars in taxpayer- 
backed guarantees to the state-owned Russian bank Vnesheconombank (VEB). Ex-lm only 
recently suspended new deals after the bank was targeted by American sanctions in the past year. 

VEB has a long and sordid history. Known until 2007 as the Bank for Foreign Economic Affairs 
of the U.S.S.R., VEB maintains an operating agreement with Russian arms exporter 
Rosoboronexport “to promote exports of Russian military products and boost their competitive 
edge in the world market," Rosoboronexport also handles mote than 80% of Russia’s weapon 
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exports. In this capacity, it has become a chief weapons supplier to Bashar Assad’s regime in 
Syria and has supplied advanced missile systems to Iran, according to reporting last year in this 
newspaper. VEB has said that its practices fully comply with European Union and United 
Nations sanctions. 

Americans probably assume that Washington wouldn’t use taxpayer money to help a company 
that supports these regimes. Yet the bank’s records indicate that VEB received a $497 million 
loan guarantee in 2012 and a further $703 million in 2014. American taxpayers still haven’t 
received thank-you cards from President Assad and the mullahs. 

Ex-Im has nearly $1 .5 billion of taxpayer exposure in Russia by the bank’s own report. And its 
indiscriminate use of taxpayer money extends far beyond Vladimir Putin’s autocracy. Between 
1997 and 2014, companies in countries such as China, Venezuela, Pakistan and others received 
billions of dollars in Ex-Im's taxpayer-backed assistance. 

Many of the bank’s foreign beneficiaries are also stale-owned. American taxpayers are 
unwittingly propping up the bank accounts of foreign states, from China to Russia to a host of 
other countries. Thus it should also come as no surprise that the bank has a long history of 
assisting international firms that raise serious red flags. 

Consider Pemex, Mexico’s state-owned oil company, which conceded in 2013 that it deals with 
“serious" levels of corruption and that it has been plagued by “interference from organized 
crime’’— including roughly $1 billion in stolen oil over a two-year span. That hasn’t stopped it 
from becoming the Ex-lm Bank’s single largest debtor, owing American taxpayers some $5.6 
billion at the end of the fiscal year 2014. 

Corruption and graft are recurring problems for the bank. According to April 1 5 congressional 
testimony by Ex-Im’s inspector general, 47 people have been convicted of defrauding the bank 
in the past five years, The IG also indicated that 31 corruption and fraud investigations arc 
ongoing. That doesn’t include the four Ex-Im employees who, according to reporting in The 
Wall Street Journal, were being investigated last year for allegedly accepting kickbacks and 
steering contracts to specific companies. One Ex-Im official last week pleaded guilty to 
accepting bribes. 

This points to a simple conclusion. Despite the fanciful claims by Secretary Albright, Secretary 
Cohen and the officials who signed the recent letter, the Export-Import Bank is anything but a 
“critical element" of America's national security, Congress should refuse to reauthorize the bank 
when its charter expires. Washington shouldn’t be spending taxpayer money on corporate 
welfare— especially when it goes to companies and countries that are either corrupt or are 
actively working to undermine America. 

Mr. Pfeijle is president of Off ihe Record Siraegies. He served as deputy naiionai security 
adviser for strategic communications and global outreach at the While House, 2007-09. 
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The Weshington Post; 

http://www.washiiigtonpost.coni/opinio(u/a-bank-with'Congress-in-its- 
pockel/20 15/03/1 l/805ca29c-c74f-l le4-al99-6cb5e63819d2jtory.htnil 

A bank with Congress in its pocket 

By George F. Will Opinion writer March 1 1 


Conservatives’ next disappointment will at least be a validation. The coming reauthorizadon of 
the Export-Import Bank will confirm their warnings about the difficulty of prying the 
government’s tentacles off what should be society’s private sphere. 

The bank, which exists to allocate credit by criteria other than the market’s preference for 
efiiciency, mirrors the market-distorting policies of foreign governments. These policies favor 
those countries’ exports that compete with America’s. Much of what the bank does is supposedly 
to “level the playing field." 

When Fred P. Hochberg, the bank’s chairman and president, defends it, an old joke comes to 
mind; A pastor officiating at a man's funeral asks if anyone in the congregation would like to say 
something about the deceased. After a long, awkward silence, a voice shouts: “His brother was 
even worse." South Korea, Hochberg says, provides “more than three times more export support 
than we do.” Thus does sound policy get defined down: Others are even worse, supposedly 
forcing us to emulate them. 

The bank has been reauthorized 1 6 times since it was created in 1 934 as a filigree on the New 
Deal program of politicizing the allocation of resources. The bank and its current authorization 
would expire in June, if Congress would just do, as it should learn to do, nothing. But the bank 
will be reauthorized because it has bought longevity 

Congress is controlled by Republicans rhetorically committed to clarifying the increasingly 
blurry boundary between the public and private sectors. But many Republicans have in their 
districts or states some businesses that benefit from the bank’s loans, loan guarantees and 
insurance. Rep. Stephen Fincher (R-Tenn.) opposed the bank until it helped Tennessee firms 
such as the one that exports chemicals that make golf courses lush; then he became a supporter. 

The bank makes nearly 90 percent of its transactions with such small U.S. firms in order to 
spread its largess across the country, like butter on bread. Many Democrats, too, have dependent 
constituents. Besides, progressives consider government permeation of the economy inherently 
good: Progressivism postulates what realism about government refutes — the congruence of the 
government’s interests and the public’s needs. Sen. Elizabeth Warren (D-Mass.) — rhetorical 
scourge of Wall Street, big banks, the I percent, etc. — supports Ex-lm, even though It helps to 
fatten seven- and eight-figure compensation packages for the leaders of some large U.S. firms, 
which get the lion’s share of the bank’s resources. 


Ex-lm is called “Boeing’s Bank”; America’s largest airplane manufacturer last year was the 
beneficiary of nearly 70 percent of the bank’s long-term loan guarantees, which lowers the cost 
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of credit for foreign purchasers of Boeing aircraft. This, however, makes foreign airlines more 
competitive with U.S. international carriers such as Delta, which vigorously objects. Hochberg 
counters that Delta benefits from Ex-lm financing: The bank helps finance foreign airline engine 
overhaul services that Delta performs near Atlanta. 

Hochberg notes that whereas Americans average more than two flights per year, air travel has 
barely begun for India's 1.2 billion people, and his bank can help Boeing compete for sales 
against Airbus there. But if, as he says, the bank makes low-risk loans, surely private banks 
would make them. 

Rep. Jeb Hensarling (R-Tex.), chairman of the House Financial Services Committee, would like 
to terminate the bank but recognizes the law that governs government, what economists call the 
law of concentrated benefits and diffuse costs. The United States has 320 million sugar 
consumers and sugar import quotas: These mean unnoticed higher prices for everyone and a 
windfall for a few thousand grateful sugar producers. Similarly, Ex-Im’s financial costs, seen 
(the cost of government borrowing) and unseen (opportunity costs — the benefits to the 
economy if the borrowed money instead were allocated by market criteria of productivity), are 
diffused. The benefits to the bank's client companies are concentrated. 

Hensarling, who of necessity practices the politics of long-term incremental gains, suggests 
lowering the monetary cap on the bank's activities. And if say, only one-third of Ex-Im's 
resources are used to directly counter other nations’ export subsidies, the bank's other two-thirds 
should be eliminated. 

The bank’s costs are, however, more than financial. The bank takes a toll on the quality and 
equity of American life and politics by helping to make legitimate and routine the practice, 
which extends far beyond the bank, of allocating wealth to the politically well-connected. The 
inability of Republicans to end the bank by inaction illustrates the ineilia of big government 
when buttressed by the clients it creates. 
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http://www.rollcall.com/news/what_happens_if_the_export_import_bank_expiies_coiiunentary- 
242067-1 .html?pg=l &dczone=opinion 

What Happens if the Export-Import Bank Expires? | 
Commentary 

By Andy Koenig 

May 29, 2015, 11:25 a.m. 


All lawmakers make campaign promises to fight Washington’s culture of cotiuptioa Here's 
some good news for them: They can show their constituents they fulfilled that pledge by 
allowing the U.S. Export-Import Bank to expire. 

A relic of Franklin Delano Roosevelt’s New Deal, Ex-Im is a blatant example of the corrupt 
political system that plagues Washington today. It operates by giving below-market financing— 
in the form of direct loans, insurance, and guarantees — to foreign companies that pledge to buy 
American products. While this pads the bottom line of companies making those products, it 
harms the U.S. businesses that must compete with those foreign purchasers in global markets. 

The good news for taxpayers is the bank’s charter is set to expire on June 30. True to form, 
however, Ex-Im and its supporters have begun making exaggerated and discredited claims about 
the potential for thousands of lost jobs, business closures and economic calamities that could 
cripple America's international competitiveness. 

What will actually happen if the Export-Import Bank expires? The short answer: essentially 
nothing. 

Start with concerns over jobs. The only way Ex-lm can label itself a “job creator” in the first 
place is by ignoring the jobs it destroys by giving foreign companies an advantage over their 
U.S. competitors. The Government Accountability Office concluded the bank's ultimate effect is 
to “shift production among sectors within the economy rather than raise the overall level of 
employment in the economy” — read: It simply picks winners and losers. 

Several examples illustrate this reality. When the bank touted job gains at Boeing after financing 
aircraft purchases for foreign airliners, it neglected to count the resulting loss of 7,500 U.S. 
airline industry jobs. Another example is a recent deal with an Australian iron ore producer 
owned by the country’s richest citizen. Four Democratic senatois explained Ex-Im’s subsidy 
would “injure American iron ore and steel producers and their employees that are competing in 
the same global marketplace.” 




120 


Claims of economic Annageddoo are similarly overblown. Overall, Ex-lm supports less than 2 
percent of all U.S. exports. Of that amount, the overwhelming majority benefits just a handitil of 
companies. In 2013, nearly two-thirds of Ex-Im’s total financing supported just 10 large 
corporations, while more than 90 percent of its loan guarantees benefited just five. 

Far fiom eliminating thousands of jobs and killing the economy, allowing Ex-Im to expire will 
simply level the playing field for the other 98 percent of U.S. exports that have to compete 
without help from Ex-lm. 

As for the technical details of expiration, there's not much drama here, either. According to the 
Congressional Research Service, expiration wouldn’t jerk the rug out from under current 
beneficiaries. Instead, Ex-lm may continue “administering its assets and collecting any 
obligatioos it holds." All current Ex-lm commitments will be fulfilled, giving beneficiaries 
plenty of time to find alternative financing when their agreements expire. 

Ex-lm claims it deserves special treatment because it provides financing that private banks 
won’L Yet at the same time, it claims the bank turns a profit for taxpayers. Both claims can’t be 
true. If Ex-lm is truly profitable, there will be private-sector banks champing at the bit to get a 
piece of its $1 12 billion book of business. 

The more likely scenario is that neither claim is true. Applying ^r-value accounting to the 
bank’s operations —the same standard used by the private sector— the Congressional Budget 
Office estimates Ex-lm will cost taxpayers roughly S200 million per year, or $2 billion over the 
next decade. 

And there already are a number of private-sector banks willing and able to take Ex-Im’s place. 
Speaking to reporters at Ex-lm’s annual conference last month, an American International Group 
banker called Ex-lm a “competitor,” while another called it “outlandish” to argue otherwise. The 
message from this is clear; Current Ex-lm beneficiaries will be just fine if Ex-lm expires. 

But it’s more than just corporate welfare with Ex-lm — it’s also the bank’s track record of 
bribery, federal criminal investigations and sweetheart deals that have more to do with &vors 
than merit In the past five years alone. 47 people have been convicted of defrauding Ex-lm, 
while there remain 3 1 ongoing investigations of fraud and corruptioa 

There’s simply no defense for reauthorizing the Export-Import Bank. Despite the claims of the 
corporations and lobbyists who benefit from it, expiration will trigger a smooth and orderly wind 
down that doesn’t threaten the economy or American jobs. Allowing Ex-lm to expire will prove 
this Congress is serious about honoring its commitment to ending Washington's culture of 
corporate welfare and corruption. 

Andy Koenig is a senior policy adviser at Freedom Partners Chamber of Commerce. 
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STATEMENT FROM THE BAN KER S ASSOCIATION FOR FINANCE AND 
TRADE AND THE FINANCIAL SERVICES ROUNDTABLE SUBMITTED 
BY SENATOR BROWN 


June 2. JOij 


Slalcmeni for Ihc R«ciinl 

of 

BAn (Bankers Association for Finance anil Trade) and the Financial Sen ices Roundtable 

(FSR) 

befort Ihe 

Cnniniitiee on Bankint;, Housing, and Urban Adairs 
of the 

I nilcd Stales Senate 
June 2, 2IIIS 


Chairman Sbdb), Rankiog Member Brossn, and Members of Ihe Committee. BAFT (Bankers 
Association for Finance and I radel and the Financial Sersices Roundtable (FSRI ate grateful for 
Ihe opportunity to provide a statement for the record on behalf of our members for the 
Committee hearine on June 2. 2015. regarding perspectives on Ihc Fxport-Impirrt Bank ol the 
United States ("Kv-lm’' or "the Bank"). 

As background. BAFT is an international financial services trade as.sociation whose membership 
includes a biuad range of financial institutions throughout the global community. As a 
worldwide forum fur analysis, discussion, and advocacy in inicmational financial services. 
B.AFT member banks provide leadership to build consensus in preserving the safe and elTicieni 
conduct of Ihe financial system. 

FSR represents the largest integrated financial services companies providing banking, insurance, 
payment and investment pniducls and services to die American consumcT. Member companies 
participate through Ihc Chief Fjiecutive fifficet and other senior executives nominated by the 
CEO. FSR member componies provide fuel for America's economic engine, accounting for Vtl.! 
trillion in managed a.sscts. SI J trillion in revenue, and 2.3 million jobs. 
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Jointly, our members are active in unde tlnance and many work with Bx-Im on a daily basis. 
Similar to other Export Credit Agencies (ECA) around the world. Ex-lm plays a crucial role in 
global finance by providing financing products that help fill gaps in Uade financing otherwise 
provided by private sector lenders. Indeed. E\-lm contributed to the recovery of trade finana’ 
markets during tbc economic crisis and is considered an essential partner by the commercial 
banking community. Our industry values a continued working relaiioaship with Ex-lm to ensure 
the availability and aflordability of trade finance to U.S. businesses. For these, and the reasons 
outlined below, we strongly support reauthorieation of Ex-lm Bank. 

We would like to focus on three m^or points for this hearing: 

> Trade and export finance are crucial drivers for economic growth, however, private 
sector gaps exist in the availability of this financing. 

> Ex-lm Bank should be swifily reauthorized to ensure the continued availability of 
valuable financing for U.S. expons and to maintain U.S. competiveness in the global 
marketplace. 

r fhe private sector cannot fill the void in export financing for American companies if 
Ex-lm is not reauthorized. 

I. Trade and Export Finance Drive Economic Grow th 

Trade and export finance instruments, such as those olTcred and supported by Ex-lm, ate crucial 
to international commerce and the growth of the U.S, economy. Throughout the reauthorizatinn 
process, it is important to remember that support for a competitive and efficient Ex-lm is also 
support for the vital financing of international trade. If trade finance is not accessible through 
Ex-lm. BAFT and FSR believe sustained growth and jobs at U.S. companies would be lost. 

In this vein, and as important background, international Unde is reliant upon both public and 
private sector financing for uade transactions. Trade financing assists customers with their 
import and export requirements by providing import/export finance products as well as counuy 
and counterparty risk mitigation. Trade finance, as a uansaction hanking business, is a core 
banking sen ice supporting tbe real economy. 

Trade finance Iras historically maintained a low-risk profile in comparison with other financial 
instruments. Trade and export finance Uansactions are generally fixed, short term instruments 
that are not automatically renewed or e.xtended upon maturity and ate self-liquidating by nature 
(ie., exposures are liquidated by payment at maturity). In stress situations, counuies and banks 
have uaditionally continued to prioritize the repayment of Uade finance obligations as they fall 
due. Furthermore, banks active in trade finance are generally able U) react swifily on 
deteriorations in bank and country risk as a result of the short-term, self-liquidating nature of the 
Uansaction. 
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According to an ongoing registry project conducted by the International Chamber of Commerce 
(ICC), banks have experienced relatively minimal losses on trade lending. The ICC has created 
this Trade Finance Register to track delault and loss rales for trade and export finance, creating a 
living database of the trade finance market which has helped to demonstrate the resilience of this 
importam business. Based on that data, accumulated over 8.133.031 transactions, only 1,746 
defaults were recorded, which accounts for a default rate of 0.021 percent.' In particular for 
medium and long temi transactions, the ICC found from 2007 In 2012 in a data set of 21,391 
transactions, the overall default rale was 0.076 percent, representing just 162 transactions.^ 

However, according to a 2014 Asian Development Bank (ADB) survey, commercial banks 
reported that they rejected 29 percent of requests to finance imports and exports. This meant that 
roughly $1.9 tnllion of demand for global Uade finance was unmet causing potential harm to 
growth in trade in the U.S. and around the world.’ Banks surveyed by the ADB cited the more 
stringent Basel III regulatory requirements and increased compliance costs as significant factors 
inhibiting banks' financial support for trade. 

The ADB also found that respondent companies (i.e. the users of trade financing) Indicated that 
additional trade finance would enable them to increase production. A 15 percent increase in 
access to trade finance would increase production by 22 percent. In addition, responses also 
suggest that greater access to trade finance would have a positive impact on employment levels. 
Respondents noted that a 15 percent Increase in trade finance support would enable firms to hire 
1 7 percent more staff.^ 

The gap in Uade finance availability is particularly acute for small and medium sized enterprises 
(SME). SMEs make up 80-90 percent of businesses in most regions and trade lending to SMEs is 
limited by their lack of collateral, credit history, and technical expertise in unde finance. SMEs 
also typically dit not have the expertise or capacity to directly assume credit risk on behalf of 
their foreign trad'mg counterpart. As a result, in many ureas the trade finance gap is very large for 
SMEs and according to the ICC. this shortage remains a major challenge for economic recovery 
and development. To finance exports and imports, traders continue to rely on public/privale 
sector partnerships, like those offered by Ex-lm. to lacililale the sale of products abroad when 
the private sector cannot meet the demand for such financing on its owa 

Countries around the world recognize this critical partnership to fill these gaps and are enhancing 
their own ECA support to domestic companies. For e.xample. China's Policy Banks, (the three 
state-owned non-commercial lenders — China Development Bank, Export-Import Bank of 


'liucinmioail Chmntjer ofCommeiee, Global Risks Tfude Flmmiv Ropari. 2013 
* Intenialional Chamber of Commerce. TraJa Rvgislcr Rifport, 2014 

' Asian Development Bank Trade Finance Survey: Major Findings. ADB BrieB No. 25. December 2014 
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China, and Agriculmral Development Bank of China) announced in April 201 S a $62 billion 
capital injection to support projects that benclit Chinese companies, with a $.^0 billion inciease 
allocated for China Ex-lm alone. In addition, the C-20 has throuphoul the economic recovery 
emphasi2ed the need for ECAs and Multilateral Development Banks (MDB) to work 
collahorativciy «ilh the private sector to support cross-border commerce. The difference Mih 
the suppoit provided by ECAs and MDBs outside the U.S. is that, unlike Ex-Im, they do not 
have a mandate to support U.S. companies. Without a U.S. ECA. American exporters will be 
disadvantaged in a marketplaa* where material trade Hnance gaps exist and their overseas 
compctitois arc tilling those gaps with the support of their own country's government export 
financing institutions. 

II. Ei-lm Bank Reauthorizalion is Important to the U.S. Economy and U.S. 

Competitiveness 

Ex-lm provides credit support to help make the sale of U.S. products mote feasible in 
international markets by making financing available to complete the sale. Transaclioas 
supported by Ex-Im lepiesenl incremental export sales by U.S. companies that support the jobs 
of American workers and help to reduce the national trade deficiL A core component of the 
work undertaken by Ex-Im is accomplished with the support of the private sector trade finance 
lend'mg community. Ex-Im provides risk mitigation tools that help facilitate liquidity and the 
Bank acts as the "Lender of Last Resort" when commercial financing is unavailable or ECA 
support is needed to ensure the advantage of the U.S. exporter is not lost to foreign ECA 
supported competition. 

In fiscal year 2014, Ex-Im supported the purchase of $27.5 billion worth of exports that created 
or sustained approxinutely 164,000 U.S. jobs. Ex-Im is especially important to small .American 
companies, which account for the bulk of its tran.sactions. Out of over 2,700 authorizations in 
2014, mote than 3.300 (or nearly 90 percent) directly served U.S. .small busines.ses, which 
accounted for one quarter of authorizations by dollar volume. These small busine.ss transaction 
figures do not Include the tens of thousands of small and medium-sized businesses that supply 
goods and services to large exporters through the supply chain.’ 

In addition, through the fees and interest charged on transactions. Ex-Im also contributes money 
back to the American taxpayer. In fiscal year 2014, Ex-Im returned $674.7 million to the U.S. 


’ The rrlalive role that Ex-Im support phiss in expanding jobs through export sale.s is indeed more important than 
Ihe absolute value of the financing. For insrance. one can consider an example of a 200-employee aircrafl company 
Ural produces agriculrutal planes selling for roughly SI million each lhal ate sold lo buyers in 80 counirics. 
teptesenring 7S percenl of their sales. Ex-Im financing is critical lo filling Ihe capacity lhal company cannol obtain 
from llieir primary' lenders, and £x-tm e.xpettlse is critical to helping manage the foreign risk. By comparison, a 
huge commercial aircraft manufaciuter sells a plane for over S300 million. The production uses over 3 miilion parts 
from over $00 suppliers: hence, each sale aftecls not only lhal company's employees, bur their suppliers as well. As 
such, a comparison of Ihe dollar value of Ihe financing is iitclevanl sshen considering the importance that Ex-Im 
financing provides lo each of these companies. 
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Treasury alter covering all its expenses. Since 1990. b'x-lm has returned to the Treasury S7 
billion more than It has received in appropriations for program and administrative costs. 

Ex-lm does this by ofTering a variety of programs critical to U.S. companies - small, medium and 
large. For example, the Medium Term program supports transactions under $10 million for 
tenors of up to five years for the sale of products to overseas buyers. The Medium Term 
Delegated Authority program is designed to reduce transaction turnaround time, lever^e Ex-lm 
medium-term program resources and increase lender utilization of Ex-lm medium-term 
transactions, while maintaining the highest credit quality and program integrity. 

The Working Capital Guarantee Program encourages commercial lenders to make working 
capital loans to domestic U.S. companies by providing them with loan backing assurance. 
Working capital financing enables small business exporters to facilitate the export of goods or 
services and provides much needed liquidity to conduct new overseas sales by supporting a 
company's export related inventory and providing an advance rate on foreign account 
receivables. Additionally, the Ex-lm Bank Supply Chain Finance Guarantee offered to lenders 
benefits U.S. exporters by injecting liquidity in the marketplace and providing suppliers - 
particularly small firms - with access to capital faster and at a lower cost in order to help them 
fulfill new orders and grow their business. 

Throughout all the programs offered by the Bank, it is crucial to remember that Ex-lm support is 
an enhancement to a client rdationship and not a primary reason for conducting a transaction. 
Commercial lenders will not book facilities or transactions solely due to the av ailability of Ex-lm 
support. In fact, since Ex-lm transactions typically result in more administration costs and less 
retained fees, commercial lenders would prefer to finance transactions on their own if possible. 
However, due to the temtr. balance sheet capacity constraints against the borrower or the 
country, or other constraints, they look to Ex-lm as a source of additional capacity to fulfill the 
client need. 

An Ex-lm Guarantee also does nut make a bad deal "bankable". The loans must be commercially 
viable and meet not only private lender risk criteria but also Ex-lm's high support requirements. 
As such. Ex-lm loans and guarantees present very low risks because they are backed by the 
underlying commercial trade transaction, with a historically low active-default rate of 0.174 
percent as of December 2014. This default risk is currently more than 5 limes lower than default 
risk on primary mortgage loans. As referenced earlier, the resiliency of trade finance during the 
recent financial crisis demonstrates that even in downturns, the default risk remains relalivelv 
low. • 


* In this regard, it h important to highlight that commcrcinl hnnkiir share (he risk on transactions with Ex'Im and m) 
would n(A eoier into anangements where the ri.d( trumps the viabiliQ’ of die deal. In the medium and long term 
iransaction s|>ac«. 85 percent of the deal is covered under an Exdm Guanmiee. The remaining 15 percent is a down 
payment (Torn the buver or is in many cases financed by the commercial lender handling the transaction. As such, 
(he commercial lender and/or cKpoiicr already fully share in at least 1 S percent of (he risk o\ erall. Banks also often 
finance mure than the 15 percent down payment by taking on an additiorol portion of local costs or ineligible 
foreign content (the portion of a deal that £x*lm can't support due ui their U.S. coment policy requiremeuu) in a 
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Lastly and as previously slated. IL\-lni Bank is also critical to the ability of many U.S. exporters 
to compete on a level playing held in a commercial market where current and future competitor 
abroad continue to benefit from the support of their countries’ ECAs. According to the 
Organization for Economic Cooperation and Development (OECDk 60 official ECAs have 
extended mote than SI trillion in trade finance support in recent years. C'nilaleml disannameni 
in ECA financing by the U.S. will severely inhibit U.S. job creation and presents a clear risk to 
the ability of the U.S. to support its public policy goals abroad and enhance multilateral rules 
based trading anangements. 

As outlined herein. Ex-lm Bank supports jobs, helps Amencan companies to compete globally 
and represents a low risk proposition to the U.S, taxpayer, with high overall returns. A long-term 
reauthorization of the Bank that ensures the effective and efficient use of Ex-lm programs is 
critical to moke certain U.S. job creation. U.S. competitiveness in die global marketplace, and 
U.S. economic advancement through trade are not inhibited. 

III. The Private .Sector Cannot Fill the Void in Export Financing without F.x-lm 

As noted, material gaps in trade and export finance by the private sector exist in today's 
economy for a variety of reasons including balance sheet capacity, foreign receivables risk 
management capability, and appetite for certain types of financing. Due to increased balance 
sheet constraints arising from enhanced pnidenlial capital and liquidity requirements, alongside 
institutional credit, country and counterparty limitations, commercial lending leanu at small, 
regional and gloN hanks are faced with real challenges in financing their exporting clients. As 
evidenced by the efforts of sev eral large global banks to reduce the assets on the’ir books, banks 
are more sensitive than ever to lending capacity. Credit committees determine how to allocate 
limited balance sheet capacity across multiple lending products based on returns and appetite for 
the various types of business. Trade finance competes with a variety of other types of financing 
demnnd.v from clients. 

.Many of these U.S. based lenders turn to Ex-lm lo add capacity, mitigate geopolitical and 
collateral risk in an effort to retain and grow client relalionships and lo provide viable trade 
financing solutions for their corporate customers. Smaller financial institutions are often even 
more limited in their appetite and capacity for foreign risk than are larger institutions. Without 
Ex-lm Bank programs, private-sector lenders often could not provide the required financing or 
acceptable financing terms, resulting in lost sales for their clients. 

Ex-lm helps alleviate these inlemal and external limitations on commercial loan portfolios by 
filling gaps in bank credit capacity and capability. Private lender financing facilities may often 
he fully utilized, leaving no room for additional commercial financing. Additionally, internal 


perallel commercial loan hicUily. Under ifie working capilul program. Es-lm goaranieei 10 percent of ibc loan 
principal and intcrr^i and the letidem air mandated to take 1 0 percent of the risk. 
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bank credit criteria does not always address certain types of export finance related intangibles 
which can reduce the ability of an institution to provide support for trade transactions relative to 
other types of hank loans. Without Ex-Ini support to mitigate these constraints, financing of 
some export deals would not be possible. 

For example, the Ex-Im Working Capital Guarantee Program helps commercial lenders 
overcome limitations in institutional credit policies which may not allow for the inclusion of 
export-related inventory, such as work-in-progress products, or export-related accounts 
receivable as collateral. In addition, Ex-Im support mitigates transaction tenor limitations. 
Foreign buyers often request rcpayTTient terms greater than lenders are able to undensriie, .^s 
contracts are often awarded to exporters offering the most favorable terras. Ex-lm provides 
lenders a guarantee or insurance support which enables them to extend the financing needed for 
the U.S. exporter to win against global competition, dias filling a gap the private markets are 
unable to fully support. 

Lastly, Ex-lm guaranteed loans expand bank capacity for more export sales. Under the Basel 
framework for bank capital standards, financial Institutions face higher capital ratios that act as a 
multiplier to the amount of Risk Weighted Assets ("RWA’’) allocated for specific transactions. 
This increase will have a significant impact on financial products with high amounts of RWA 
and will lead to a decrease in availability. However, Ex-lm Bank guaranteed loans have 
historically attracted lower amounts of RWA. making these types of loans more attractive from a 
capital allocation perspective. Without an Ex-lm guarantee, increased capital allocation puts 
pressure on the ability of banks to conduct certain export financing transactions in favor of deals 
with a higher overall return on investment. This will ultimately result in lower lender capacity to 
work with clients and would contribute to lost business for li.S. companies. 

For these reasons, if Ex-Im Bank were to close its doors, BAFT and FSR stress that the private 
sector will not be able to fill Ibe void left in finaneing U.S. companies wishing to sell their goods 
abroad. This will result in lost business and lost jobs for the U.S. economy and will unncccitsarily 
make the U.S. less competitive globally. 

IV. Conclusiun 

BAFT and FSR members believe the U.S. Export-Import Bank has a crucial role in boosting 
U.S. exports and supporting the economy. The Bank's reauthorization will ensure it continues to 
provide adequate, afl'ordable trade finance and supporting programs through its privale/public 
sector partnerships. 

We stress that Ex-lm complements private-sector lenders by adding needed capacity and 
capability. As standalone private sector funding of trade transactions is not always available or 
affordable. Ex-lm financing helps commercial lenders, who in turn support their clients to aeate 
Jobs and maintain growth. 

We represent banks of all sizes and emphasize that there will be a significant unfilled void in 
export financing for U.S. companies if Ex-lm Bank were to cease operations. We strongly 
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encourage Congress lo reauthorize Ex-lm Bank in advance of the June 30 deadline in order to 
ensure the continuation of American competitiveness globally, economic growth of U.S. 
businesses and the creation of U.S. jobs. 

Thank you again for the privilege of providing the Committee with our views. 
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